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FOREWORD 

SPEAKING  at  Edinburgh  on  October  12,  1942,  Winston  Churchill 
said:  "When  peaceful  people  like  the  British  and  Americans, 
who  are  very  careless  in  peacetime  about  their  defense;  care- 
free, unsuspecting  nations  and  people  who  have  never  known  defeat; 
improvident  nations,  I  will  say  reckless  nations,  who  despised  military 
art  and  thought  war  so  wicked  it  never  could  happen  again — when 
nations  like  this  are  set  upon  by  highly  organized  and  heavily  armed 
conspirators  who  have  been  planning  in  secret  over  years  on  end,  exalt- 
ing war  as  the  highest  form  of  human  effort,  glorifying  slaughter  and 
aggression  and  prepared  and  trained  to  the  last  point  to  which  science 
and  discipline  can  carry  them,  it  is  natural  that  the  peaceful  and 
improvident  should  suffer  terribly." 

It  is  equally  clear  that  the  hesitancy  of  many  democracies  to  learn 
from  other  nations  has  been  one  of  the  chief  reasons  for  delay  in  their 
counterblow.  This  book  seeks  to  derive  from  the  experience  of  Europe, 
and  that  of  its  Nazi  oppressors,  certain  lessons  in  military  economy  and 
social  adjustment  which  the  democratic  world  must  understand  if  it  is 
to  survive  the  present  struggle  and  if  it  is  to  preserve  and  extend  after 
the  war  the  social  values  which  are  implicit  in  a  real  victory. 

Analogy  with  Germany  or  with  another  country  must  not  be  carried 
too  far,  and  the  common  sense  of  the  average  reader  will  tell  him 
at  once  wherein  the  experience  of  this  country  is  likely  to  be  different 
from  that  of  Germany  or  England.  Yet  universals  can  be  found  in  any 
national  experience  and — if  we  have  the  intelligence  to  recognize  them 
— can  be  of  priceless  value  in  mastering  the  problems  of  another 
country.  Furthermore,  in  a  prolonged  war  original  differences  in 
economic  organization  tend  to  disappear,  even  though  many  basic  phi- 
losophies of  institutions,  nations,  governments,  or  regimes  survive. 

The  term  "military  economy,"  which  has  been  employed  with  in- 
creasing frequency  in  recent  literature,  covers  both  war  economy  proper 
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X  FOREWORD 

and  economic  preparedness  in  "peacetime."  Therefore  one  of  the  chief 
purposes  of  this  study  is  to  analyze  the  effects  upon  industrialized 
countries  of  rearmament  and  mobilization — effects  which  can  have  a 
powerful  influence  on  economy  and  social  structure  during  the  war 
itself  and  far  into  the  future. 

If  this  book  can  contribute  to  that  kind  of  understanding,  the  author 
will  be  gratified. 
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CHAPTER  I 

THE   EUROPEAN   ORDEAL   AND    ITS   AMERICAN   AFTERMATH 

NATIONS,  like  individuals,  can  learn  from  each  other  only  to 
a  limited  extent.  Historical,  geographical,  and  social  condi- 
tions never  repeat  themselves  exactly;  and  false  analogies,  or 
general  lack  of  imagination,  may  present  as  grave  a  danger  for  a  nation 
as  do  hostile  armies,  navies,  and  air  forces. 

Certain  bitter  experiences  or  critical  delays  might  have  been  avoided 
if  this  country  had  fully  utilized  the  lessons  of  France  as  well  as  of  Brit- 
tain,  and  even  of  the  peaceful  little  democracies  of  Western  and  North- 
ern Europe.  Both  political  and  technological  factors  long  ago  rendered 
the  concept  of  American  isolation  obsolete.  Problems  connected  with 
international  relations,  and  war  and  post-war  adjustments,  rather  than 
the  also  admittedly  crucial  problems  of  a  purely  domestic  character,  are 
likely  to  occupy  the  foreground  of  American  life  for  a  long  time  to 
come. 

No  "Automatic'  Superiority  of  the  Democracies 

Until  recently,  the  democratic  nations  believed  ardently,  and  perhaps 
almost  superstitiously,  in  an  inherent  superiority  of  the  democracies  over 
totalitarianism  which  would  operate  automatically  to  check  successful 
aggression.  Their  conviction  was  that  the  oppressed  populations  would 
offer  resistance,  even  to  the  extent  of  active  revolt,  against  any  attempt 
of  their  governments  to  involve  them  in  a  prolonged  war,  and  that  lack 
of  democratic  control  as  well  as  crude  compulsion  must  necessarily  re- 
sult in  hampering  red  tape  and  decreased  efficiency  of  labor.  Few  people 
were  able  to  distinguish  between  dictatorships  on  the  old  model,  such 
as  those  of  the  late  Marshal  Pilsudski  in  Poland  or  Primo  de  Rivera  in 
Spain,  and  up-to-date  totalitarianism,  based  on  modern  technology  and 
industry,  supported  by  considerable  sections  of  the  population,  and  con- 
centrating sooner  or  later  upon  the  preparation  of  aggressive  wars.  This 
blind  belief,  the  belief  "that  unplanned,  unco-ordinated  industry,  wast- 
ing half  its  time  and  money  in  domestic  warfare,  can  build  a  national 
defense  capable  of  defeating  the  aggression  of  a  nation  completely  or- 
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ganized  to  equip  and  sustain  its  armed  forces  in  ruthless  execution  of  a 
definite  plan  of  world  domination,"  1  brought  disaster  to  France. 

Historical  factors  had  led  many  sincere  democrats  to  believe  that  only 
a  weak  democracy  could  be  a  safe  democracy,  that  the  amount  of  gov- 
ernmental organization  and  executive  powers  of  all  kinds  should  be  kept 
at  the  lowest  possible  level,  and  that  the  initiative  of  the  individual,  not 
merely  in  the  economic  field  but  in  any  field,  was  bound  under  all  cir- 
cumstances to  be  superior  to  state  interventionism  and  controls. 

It  is  not  proposed  here  to  go  into  the  question  of  to  what  extent  such 
general  assumptions  were  ever  correct,  either  in  the  United  States  or  else- 
where. As  far  as  the  recent  period  is  concerned,  the  experience  of  France 
and  of  other  countries  appears  to  be  evidence  of  potential  weaknesses  of 
the  democracies  of  an  opposite  character.  German  democracy  perished 
long  before  the  war  crisis — largely  because  the  democratic  government 
either  was  not  strong  enough  or  did  not  make  sufficient  use  of  its  powers 
against  the  National  Socialists  and  their  influential  protagonists,  or 
against  the  economic  slump. 

Voluntary  co-operation  is  superior  to  autocratic  regimentation,  but 
only  if  it  is  accompanied  by  two  indispensable  conditions.  First,  indi- 
vidual incentives,  valuable  as  they  may  be,  must  not  be  allowed  to  lead 
to  industrial  anarchy,  or  to  interfere  with  efficient  social  co-ordination — 
which  presupposes  sufficient  executive  power.  Secondly,  there  must  be 
enough  time  to  permit  voluntary  collaboration  to  operate.  If  either  of 
these  conditions  is  lacking,  as  happens  in  times  of  acute  emergency,  then 
reliance  upon  voluntary  factors  may  mean  national  suicide. 

In  the  initial  phase  of  American  rearmament  the  Administration  was 
unable  to  prevent  delays  which  in  the  aggregate  threatened  to  assume 
vital  proportions.  Gradually,  however,  the  conviction  spread  that  should 
the  international  war  end  in  an  Axis  victory,  with  subsequent  Nazi  dom- 
ination of  the  world,  American  business  had  more  to  lose  than  high 
profits,  and  American  labor  more  than  high  wages.  Originally,  each 
group's  main  concern  was  to  maintain  and  increase  its  share  both  of  the 
national  income  and  of  social  influence,  although  under  the  tacit  assump- 

1  Donald  R.  Richberg,  New  Yor\  Times  Magazine,  June  30,  1940.  By  permission  of  the  editors 
and  the  author. 
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tion  that  the  framework  of  the  existing  society  and  international  order 
was  to  remain  unchallenged.2 

It  became  clear  that  the  menace  of  totalitarian  aggression  could  be  met 
only  by  an  equal  or  superior  co-ordination  of  the  economic,  political, 
military,  and  propaganda  activities  on  the  part  of  the  democratic  na- 
tions. To  the  problem  of  what  the  general  policy  of  the  United  States 
should  be  in  a  period  of  emergency  there  was  added  the  ancillary  ques- 
tion of  what  political  or  social  forces  were  to  be  in  charge  of  this  co- 
ordination, and  therefore,  of  American  preparedness.  Part  of  the  basic 
philosophy  of  this  country  had  consisted  of  the  practically  unqualified 
identification  of  the  interests  of  business  with  those  of  the  nation  as  a 
whole.  Private  initiative,  guided  by  profit  considerations,  was  regarded 
as  the  natural,  and  perhaps  the  only  possible,  basis  of  national  policy 
under  any  conditions. 

Among  large  sections  of  the  population  this  philosophy  persisted 
throughout  the  earlier  phases  of  rearmament.  The  initial  structure  and 
policy  of  the  National  Defense  Advisory  Commission  were  in  line  with 
this  philosophy,  which  could  be  summarized  as  follows:  If  centralization 
of  administrative  powers,  economic  planning,  and  perhaps  rigorous 
commandeering,  are  inevitable,  as  they  are  likely  to  become  under  a  war 
economy,  then  let  business  itself  be  in  charge  of  this  policy;  if  competi- 
tion is  to  be  suspended,  then  at  least  let  the  former  competitors  govern 
the  economic  institutions  that  replace  it. 

Insofar  as  businessmen  were  at  the  same  time  technical  or  adminis- 
trative experts  in  their  respective  fields,  their  active  influence  upon  de- 
fense preparation  met  with  almost  general  approval.  There  remained 
the  problem  of  how  far  beyond  this  special  capacity  they  were  better 
qualified  than  other  people  to  lead  a  military  economy  that  was  bound  to 
become  increasingly  dissimilar  to  the  competitive  market  system  in 
which  they  had  successfully  carried  on  their  business  activities,  and  to 
what  extent  the  profit  incentive  to  which  they  were  accustomed  was  still 
applicable  to  a  national  economy  reorganized  on  a  war  basis. 

2  See  Edward  Mead  Earle,  "American  Security — Its  Changing  Conditions,"  The  Annals  of  the 
American  Academy  of  Political  and  Social  Science,  November,  1941.  Also  Chapter  VII  of  this 
book. 
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Both  the  Industrial  Mobilization  Plan — an  official  blueprint  for  pos- 
sible war  emergency  policies,  first  adopted  in  1931  and  reshaped  in  1939 
— and  the  prevailing  concept  of  preparedness  in  this  country  had  orig- 
inally been  based  upon  the  assumption  of  "business  as  usual,"  or  on  the 
idea  of  rearmament  being  superimposed  upon  normal  business  rather 
than  replacing  it.  Moreover,  if  the  national  interest  was  fundamentally 
identical  with  that  of  private  business,  and  if  the  latter  knew  best  how 
to  run  the  country  in  good  or  bad  times,  then  the  logical  course  of  action 
was  evidently  to  reduce  disturbing  intervention,  especially  in  critical 
periods,  to  the  very  minimum.  The  Industrial  Mobilization  Plan  has  not 
of  course  been  put  into  effect,  and  the  actual  industrial  mobilization  of 
the  United  States  has  taken  place  along  different  lines.  The  original  de- 
sire to  supply  at  least  the  illusion  of  competition  to  a  field  which  by  its 
very  nature  is  hardly  consistent  with  genuine  competition,  had  to  be 
abandoned  in  the  process  of  achieving  national  large-scale  rearmament. 

The  underlying  problem  of  national  philosophy  in  the  long  run  is 
whether  "Americanism"  is  to  be  a  concept  necessarily  and  at  all  times 
identical  with  competitive  business,  or  one  of  a  more  complex  character, 
and  whether  the  democratic  way  of  life  must  necessarily  be  linked  with 
traditional  patterns  of  economic  laissez  jaire  or  whether  it  is  a  timeless 
philosophy  amidst  changing  economic  institutions.  The  American  way 
of  life  is  older  than  industrialism  and  has  its  roots,  in  fact,  in  an  agri- 
cultural, sea-going,  and  frontier  historical  tradition. 

The  reliance  upon  latent  economic  resources,  which  turned  out  to  be 
fatal  for  France  and  was  at  the  root  of  many  of  the  British  difficulties, 
has  been  a  factor  of  decreasing  importance  in  the  United  States,  but  the 
decisive  role  of  the  time  factor  in  dealing  with  a  totalitarian  aggressor 
has  been  recognized  in  this  country,  as  elsewhere,  only  reluctantly.  Pub- 
lic opinion  has  been  slow  to  realize  that  great  resources,  economic  and 
otherwise,  may  be  a  liability  rather  than  an  asset  unless  they  are  actually 
developed  and  available  for  use,  because  otherwise  they  encourage  com- 
placency. 

Finally,  the  experiences  of  Europe  have  taught  America  that  a  purely 
technical  concept  of  preparedness  can  be  equally  dangerous.  Political 
blunders  can  outweigh  almost  any  quantity  of  physical  armaments.  The 
Munich  Pact,  which  in  the  opinion  of  observers  like  Sir  Nevile  Hender- 
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son  and  Joseph  P.  Kennedy  gave  Britain  and  France  an  indispensable 
breathing  space  for  rearmament,  in  fact  destroyed  Czechoslovakia  and 
with  it  forty  well-trained  pro-Ally  divisions  and  many  airports  near  the 
heart  of  Germany.  Moreover,  it  gave  Hitler  the  huge  Skoda  and  Wit- 
kowitz  armament  works,  and  above  all,  contributed  substantially  toward 
the  demoralization  of  all  the  potential  allies  of  the  Western  Powers  in 
Europe,  throwing  Soviet  Russia  into  Hitler's  arms  in  the  decisive  sum- 
mer of  1939.  Can  it  be  seriously  claimed  that  this  was  offset  by  the  pro- 
duction of  a  few  thousand  British  airplanes  or  French  tanks  in  the  fol- 
lowing year  of  "breathing  space" — before  the  defeat  of  France  ? 

Or,  consider  the  long-term  results  of  British  non-intervention  during 
the  Italo-German  invasion  of  Spain  with  the  consequent  establishment 
of  the  Franco  regime.  Here  again  it  is  very  doubtful  whether  the  cruisers 
and  destroyers  that  Britain  constructed  subsequently  were  enough  to 
meet  the  naval  problems  resulting  directly  or  indirectly  from  this  course 
of  foreign  policy.  Physical  rearmament  is  simply  large-scale  waste  of 
national  resources  unless  it  is  based  on  a  sound  general  policy.  The  fate 
of  the  Maginot  Line,  which  may  serve  as  a  further  example,  is  so  well 
known  that  it  need  only  be  mentioned  here. 

Defense  and  Aggression  in  Modern  War 

It  is  a  widespread  opinion  that  one  of  the  basic  differences  between 
democracy  and  totalitarianism  is  that  the  former  is  essentially  peaceful, 
while  the  latter  necessarily  aims  at  war.  The  historical  truth  of  both 
propositions,  the  first  in  particular,  is  open  to  question.  But  in  any  case, 
there  is  nothing  against  which  the  aversion  of  the  American  people  has 
been  stronger  in  recent  years  than  a  "preventive  war."  The  aggression 
which  it  appears  to  involve  has  been  considered  by  many  as  utterly  in- 
compatible with  the  spirit  of  democracy. 

For  years  theories  of  military  tactics  on  both  sides  of  the  Atlantic  have 
tended  to  stress  the  strength  of  the  defense  in  modern  warfare.  Captain 
Liddell  Hart  has  in  part  repudiated,  or  tried  to  modify,  his  theories  on 
"defense  as  the  best  attack"  and  the  "war  of  limited  liability,"  3  but  his 
views  used  to  be  representative  of  the  frame  of  mind  of  large  sections  of 
the  Western  populations.  Sometimes  they  were  combined  with  a  belief 

3  Letter  to  the  Editor  of  the  New  York.  Times,  December  1,  1940. 
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in  the  superiority  of  a  strategy  of  attrition  in  modern  warfare,  which 
was  based  on  the  uncritical  application  of  the  First  World  War  experi- 
ences to  the  present  period,  as  well  as  on  the  reliance  upon  latent  eco- 
nomic resources. 

After  the  French  disaster,  however,  there  was  less  and  less  justifica- 
tion for  holding  such  theories,  or  for  sticking  to  obsolete  meanings  of 
defense  and  aggression  in  general.  Even  in  the  First  World  War,  declara- 
tions of  war  had  only  a  very  limited  significance  with  regard  to  the  actual 
war  guilt.  Many  people,  however,  continued  to  believe  that  the  nation 
that  declares  war,  or  that  fires  the  first  shot,  must  necessarily  be  the 
aggressor.  For  modern  warfare  the  firing  of  shots  is  incidental,  and  mili- 
tary operations  are  only  one  phase,  although  certainly  a  very  important 
phase,  among  various  methods  of  warfare.  There  persisted,  however,  a 
one-sided  mental  attitude  which  carefully  excluded  military  action  from 
the  methods  of  resisting  an  enemy  who  might  for  years  have  been  win- 
ning economic,  diplomatic,  and  propaganda  offensives,  and  who  was 
only  awaiting  the  most  opportune  moment  to  strike  the  final  military 
blow.  It  is  easy  enough  to  comprehend  a  general  desire  for  non-resistance ; 
what  is  much  more  difficult  is  to  understand  the  attitude  of  those  who 
recommended  seizing  the  initiative  in  economic  and  diplomatic  action 
while  excluding  the  possible  need  for  co-ordinating  it  with  military 
action. 

Mr.  Liddell  Hart  and  others  might  even  be  right  about  the  tactical 
superiority  of  defense,  provided  it  were  not  exposed  to  a  three-to-one 
(or  any  other  ratio)  of  superiority,  and  still  be  completely  wrong  in  their 
analysis  of  actual  warfare  in  our  time.  For  recent  experience  teaches  that 
while  defense  may  conceivably  be  tactically  superior  unless  the  "safe" 
ratio  is  exceeded,  aggression  in  terms  of  long  political  and  economic 
preparation  geared  to  a  more  or  less  definite  timetable  has  frequently 
proved  superior.  It  has  gradually  become  clear  that  the  lightning  of- 
fensives of  Germany  were  successful  only  if  and  when  the  Nazis  suc- 
ceeded beforehand  in  disrupting  the  life  and  morale  of  the  nations  con- 
cerned. Great  Britain  was  nearing  this  point  in  the  spring  of  1940  when 
the  cabinet  of  Chamberlain  and  Simon  was  replaced  in  the  eleventh 
hour  by  that  of  Churchill  and  Bevin. 

Recent  developments  have  demonstrated  for  America  the  importance 
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of  long-term  preparation  and  co-ordination,  and  of  the  initial  advan- 
tage, in  modern  warfare,  which  need  by  no  means  be  identical  with  a 
policy  of  aggressive  militarism.  It  has  been  increasingly  realized  that  if 
and  when  a  nation  finds  that  her  existence  is  incompatible  with  that  of 
certain  totalitarian  enemies,  and  if  she  decides  upon  a  policy  of  resistance 
rather  than  capitulation,  then  it  may  be  suicidal  for  her  to  go  on  leaving 
the  initiative  to  the  enemy.  But  an  earlier  obsession  with  hemispheric 
defense  and  isolation  led  to  the  disaster  of  Pearl  Harbor,  as  well  as  the 
loss  of  Wake,  Guam,  and  the  Philippines. 

Full  economic  preparedness  in  what  appeared  to  be  peacetime  met  for 
years  with  heavy  opposition,  and  many  people  thought  there  was  a 
greater  danger  of  a  dictatorship  arising  from  an  officially  declared  war 
than  from  the  disintegration  of  peaceful  international  relations  which 
had  been  going  on  continually  since  193 1.  Others  recalled  that  neither 
Mussolini  nor  Hitler  came  into  power  through  a  war  emergency,  and 
that  war  did  not  lead  to  a  dictatorship  in  this  country  in  1917.  The  same 
revision  of  obsolete  concepts  became  inevitable  with  regard  to  "neutral- 
ity." Whether  the  intermediary  phases  between  genuine  peace  and  a 
shooting  war  were  called  non-belligerency  or  qualified  (as  opposed  to 
integral)  neutrality  had  in  fact  very  little  influence  on  the  designs  of  the 
aggressors  and  the  actual  problems  of  American  defense. 

The  fact  that  it  was  not  until  the  second  year  of  the  international  war 
that  the  United  States  became  engaged  in  rearming  on  a  large  scale  gave 
this  country  a  unique  opportunity.  One  of  the  reasons  for  Germany's  su- 
periority over  France  was  the  fact  that  the  German  war  machine  had 
been  comparatively  recently  constructed,  while  the  French  was  based  on 
the  old  World  War  tradition.  The  task  of  appraising  the  relative  im- 
portance of  the  army,  navy,  and  air  force  in  our  period  in  the  light  of 
recent  experiences  clearly  belongs  to  the  military  technician.  What  must 
interest  the  social  scientist  is  the  tremendous  significance  of  the  co- 
ordination of  these  services  with  each  other,  and  with  economic  and 
diplomatic  policies,  and  the  fact  that  neither  mass  armies  on  the  old 
model  nor  limited  mechanized  bodies  of  specialists  have  conducted  the 
decisive  military  actions.  Mechanized  mass  armies  have  clearly  proved 
indispensable  in  coping  with  totalitarian  warfare. 
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Taking  the  Dollar  Sign  out  of  Preparedness 

American  public  opinion  has  learned  fairly  quickly  from  European 
experiences  not  only  that  defense  cannot  be  purchased,  but  also,  what  is 
more  important,  that  the  past  cannot  be  purchased.  The  Second  World 
War  has  confronted  the  American  economy  with  conditions  radically 
different  from  those  of  1917.  This  time  a  period  of  interventionism 
preceded  economic  preparedness.  The  New  Deal  has  left  a  heritage  of 
important  new  agencies  of  economic  and  social  policy  as  well  as  piece- 
meal planning  and  rapidly  changing  emergency  institutions.  Thus  this 
time  the  economic  machinery  of  the  government  and  the  corresponding 
administrative  machinery  were  from  the  outset  vastly  larger  than  during 
the  First  World  War,  but  the  task  of  industrial  wartime  co-ordination 
has  not  thereby  been  made  easier. 

Certain  contradictory  policies  of  the  New  Deal,  which  in  more  peace- 
ful years  had  been  regarded  by  many  as  unavoidable  experiments,  turned 
out  later  to  be  incompatible  with  the  rapid  achievement  of  economic 
preparedness.  For  instance,  it  was  impossible,  in  an  emergency,  to  foster 
the  centralization  of  management  control  led  by  business  itself  in  the 
basic  industries,  while  at  the  same  time  embarking  upon  an  anti-trust 
drive.  Whether  the  National  Recovery  Act  or  Mr.  Thurman  Arnold's 
anti-monopoly  policy  was  closer  to  the  basic  idea  of  the  New  Deal  is 
irrelevant  here,  but  it  has  gradually  been  realized  that  the  whole  idea 
of  restoring  free  competition  by  governmental  administration  could  not 
be  carried  out  in  a  period  of  military  economy. 

The  importance  of  giving  priority  to  essential  war  orders  has  been 
generally  recognized  since  the  lesson  of  1917,  and  the  British  experience 
further  contributed  to  the  early  decision  to  set  up  a  corresponding  gov- 
ernment agency  here.  It  took  longer,  however,  to  discover  certain  bottle- 
necks, such  as  machine-tool  production  and  the  scarcity  of  specialized 
labor,  although  Britain  had  gone  through  the  same  experience  shortly 
before.  With  regard  to  certain  strategic  and  critical  raw  materials,  both 
Britain  and  the  United  States  had  secured  substantial  stocks  even  before 
the  outbreak  of  the  war.  However,  the  mass  offensives  of  Germany 
taught  anew  the  decisive  importance  of  stocks  on  hand  in  the  prepara- 
tion of  large-scale  military  operations. 
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Gradually,  the  United  States  also  began  to  take  the  dollar  sign  out  of 
foreign  trade,  that  is,  to  consider  the  latter  a  field  of  political  security  as 
much  as  of  profit.  Germany  had  made  serious  inroads  in  Latin  America 
when  the  United  States  started  combining  old  and  new  methods  of 
credit,  subsidy,  and  barter,  with  a  kind  of  diplomatic  and  cultural  of- 
fensive. Limited  sections  of  American  business,  resenting  such  policies 
as  the  Mexican  expropriation  of  oil  lands,  retained  a  certain  sympathy 
with  rightist  movements  in  Latin  American  countries,  but  Washington 
discovered  in  time  that  old-fashioned  military  dictators  were  susceptible 
to  becoming  allies  or  pawns  of  the  Axis  Powers.  A  belated  but  expanding 
embargo  policy,  especially  toward  Japan,  began  to  overrule  the  objections 
of  export  groups  against  interference  with  vested  interests.  Considera- 
tions of  general  defense  against  the  totalitarian  menace  came  to  prevail 
more  frequently  over  the  wishes,  perhaps  largely  justified  under  peace- 
ful conditions,  of  individuals  or  special  groups,  and  the  disastrous  result 
of  selfish  pressure  policies  in  France  markedly  contributed  to  this  change. 

On  the  other  hand,  there  persisted  for  some  time  a  psychological  re- 
luctance to  recognize  the  real  character  of  the  emergency.  More  par- 
ticularly, many  economists  failed  to  recognize  that  economic  prepared- 
ness on  a  large  scale,  and  therefore  steadily  growing  intervention  in  the 
machinery  of  competition,  was  bound  to  disrupt  in  ever-increasing  de- 
gree the  old  mechanism  of  business  cycles.  After  1933,  many  people  ex- 
pected the  revival  of  economic  activity  in  Germany  to  turn  sooner  or 
later  into  another  slump,  but  their  expectations  turned  out  to  be  unjus- 
tified. Whatever  sacrifices  the  re-employment  of  the  workless  may  have 
imposed  on  the  German  people,  and  however  reprehensible  the  orien- 
tation of  the  whole  economy  toward  the  purposes  of  war  may  have  been, 
traditional  economic  principles  are  no  longer  applicable  to  Germany. 
It  now  appears  likely  that  military  economy  may  everywhere  have 
similar  effects  upon  the  cycles  of  boom  and  depression.  The  theoretical 
aspects  of  all  these  problems  will  be  dealt  with  in  a  later  chapter. 

Comparatively  few  people  seem  to  have  suffered  any  illusions  con- 
cerning the  nature  of  the  armament  boom;  the  majority  expected 
neither  that  real  profits  and  wages  would  rise  indefinitely,  nor  that  they 
would  go  on  rising  even  after  the  mobilization  of  idle  resources.  There 
has  been  little  discussion  of  the  decline  in  the  standard  of  living  which 
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must  inevitably  occur  as  rearmament  progresses  beyond  the  point  where 
all  idle  resources,  however  the  latter  may  be  defined  statistically,  have 
been  utilized.  Britain  succeeded  only  very  gradually  in  utilizing  all  her 
reserves  of  idle  labor,  though  the  scarcity  of  skilled  labor  made  itself  felt 
at  an  early  stage.  At  first,  not  much  attention  was  paid  to  this  problem 
in  the  United  States  after  years  of  heavy  unemployment,  but  later  on  vo- 
cational training  was  started  on  a  large  scale. 

Opinion  in  this  country  concerning  the  role  of  financial  factors  in 
modern  war  has  gradually  been  revised  in  the  light  of  German  and 
British  experiences.  Although  many  fears  concerning  the  possibility  of 
inflation  were  voiced,  it  was  not  overlooked  that  a  powerful  machinery 
of  financial  control  had  been  set  up  in  the  United  States  during  and  after 
the  First  World  War,  with  its  powers  greatly  enlarged  after  1933.  More- 
over, not  only  totalitarian  Germany  but  democratic  England  managed 
to  avoid  many  of  the  traditional  effects  of  inflation,  particularly  an  un- 
controlled rise  in  prices.  Despite  the  gigantic  accumulation  of  gold  in 
the  United  States,  it  has  been  increasingly  realized  that  a  high  level  of 
efficiency  of  production  is  a  much  more  important  factor  in  modern 
preparedness  than  are  huge  gold  stocks  or  a  balanced  budget.  It  took 
most  people  somewhat  longer  to  recognize  that  a  sensible  limitation 
of  private  consumption  (after  wide  mobilization  of  idle  resources  had 
been  accomplished)  is  of  equal  importance. 

The  tedious  debates  on  deficit  spending  that  had  been  going  on  for 
years  became  outmoded  when  the  main  objective  of  spending  shifted 
from  "public  works"  to  "national  defense."  People  who  resented  bit- 
terly spending  seven  or  eight  billion  dollars  a  year  for  peacetime  pur- 
poses, accepted  without  criticism  gigantic  budgets  in  which  armaments 
were  the  principal  item.  Complaints  about  excessive  taxation,  which  had 
been  widespread  in  peacetime  years,  virtually  disappeared  when  sub- 
stantially higher  defense  taxation  was  introduced.  The  example  of  the 
British  people,  who  removed  some  of  their  finance  ministers  from  office 
because  they  did  not  tax  them  heavily  enough  for  a  successful  prosecution 
of  the  war,  probably  exerted  some  influence  on  this  country.  However, 
there  were  lengthy  discussions  of  "excess  profits"  and  little  realization 
that,  according  to  the  British  experience,  practically  any  revenue  over 
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and  above  a  living  income  was  liable  sooner  or  later  to  seem  "excessive" 
as  the  war  progressed  and  the  American  economy  became  more  and 
more  closely  geared  to  an  all-out  effort. 

The  possible  discrepancy  between  the  individual  and  national  view- 
points regarding  private  investment  was  realized  in  the  early  stages  of 
rearmament.  The  individual  entrepreneur  had  necessarily  to  take  into 
account  the  problem  of  the  post-war  use  of  newly  erected  armament 
plants,  while  the  government  was  bound  to  consider  only  the  powerful 
incentive  toward  plant  expansion  provided  by  the  actual  wartime  neces- 
sities. A  partial  solution  has  been  found  in  the  government's  providing 
for  the  amortization  of  additional  plants  within  a  limited  number  of 
years.  However,  the  manner  in  which  the  writing-ofr"  will  take  place 
in  real  economic  terms  will  be  decided  only  when  the  war  is  over  and 
the  nation  sees  its  future  more  clearly. 

Can  Democracy  and  Totalitarianism  Co-exist? 

For  many  years  it  was  only  with  great  reluctance  that  the  democratic 
countries  asked  themselves  whether  totalitarian  and  democratic  states 
can  co-exist,  because  of  the  obvious  consequences  of  a  negative  answer. 
As  for  National  Socialism,  it  had  never  left  any  doubt  of  its  aim  to 
extinguish  democracy  as  an  institution.  The  possibility  of  peaceful  co- 
existence of  the  Axis  regimes  side  by  side  with  the  democratic  systems 
remained  to  be  proved  by  the  latter,  for  the  former  did  not  even  pre- 
tend to  seek  it. 

The  logical  alternative,  which  most  democrats,  first  in  Europe  and  then 
in  the  United  States,  were  reluctant  to  admit,  would  obviously  have 
been  the  preventive  destruction  of  National  Socialism  and  its  interna- 
tional system.  There  is  some  probability  that  this  might  have  been  ac- 
complished some  years  ago  without  the  necessity  of  military  action. 
There  is  no  general  agreement  as  to  whether  the  remilitarization  of  the 
Rhineland,  or  the  Spanish  War,  or  the  Anschluss,  or  the  Munich  crisis, 
or  any  other  moment  would  have  been  the  most  suitable  or  the  final  one, 
but  there  is  virtual  unanimity  of  opinion  that  there  was  such  a  moment. 
This  opportunity  was  missed,  but  even  so,  for  several  years  afterwards, 
military  action  remained  only  one  among  several  possible  methods,  and 
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its  effective  co-ordination  with  economic,  diplomatic,  and  propaganda 
methods  was  just  as  important  as  the  amount  of  military  equipment 
available. 

Any  preventive  action  against  the  Nazi  regime  was,  from  the  long- 
term  viewpoint,  bound  to  be  defensive.  "The  power  dynamics  of  authori- 
tarian states  have  their  own  law  of  action,"  writes  Otto  Tolischus,  "which 
is  determined  by  opportunity  rather  than  by  any  individual  will."  4 
Events  have  meanwhile  demonstrated  that  the  exemption  of  the  United 
States  from  direct  attack  was  only  tactical  and  temporary. 

The  Second  World  War  has  also  clarified  for  the  American  people 
the  real  relationship  between  peace  and  democracy.  The  Italian  and 
German  experiences  have  taught  that  peace  in  itself,  however  desirable, 
does  not  guarantee  democracy  as  long  as  other  factors  of  social  disturb- 
ance, such  as  periodical  depressions,  prevail.  British  experience,  on  the 
other  hand,  has  shown  that  even  total  war  does  not  necessarily  mean 
dictatorship,  serious  as  the  inevitable  wartime  regimentation  may  be. 
In  wartime  as  in  the  post-war  period  to  come,  there  is  only  one  depend- 
able guarantee  for  a  survival  or  revival  of  democracy:  the  democratic 
spirit  of  the  people  themselves,  coupled  with  an  active  determination  to 
make  this  spirit  prevail  in  society  and  government.  All  the  constitutional 
provisions  that  existed  in  Germany  failed  to  prevent  that  country  from 
going  dictatorial  in  peacetime  without  changing  the  democratic  con- 
stitution;  whereas  England,  which  was  without  equivalent  constitutional 
guarantees,  has  maintained  even  in  wartime  a  very  substantial  measure 
of  freedom  of  opinion  and  expression. 

The  problem  of  democratic  propaganda,  or,  if  that  word  has  invidious 
connotations,  democratic  information,  has  presented  considerable  diffi- 
culties, both  in  Britain  and  in  this  country.  Perhaps  the  United  States, 
without  indiscriminate  glorification  of  its  social  institutions,  can  suc- 
ceed in  showing  convincingly  to  its  own  people  as  well  as  to  other  nations 
the  actual  and  potential  achievements  of  democracy,  and  in  exposing 
totalitarian  methods  and  policies  both  by  actual  deeds  and  by  well- 
considered  appeals  to  the  emotions  and  the  reason  of  the  mass  of  the 
population. 

Much  paper  and  ink  have  been  used  in  this  country  on  the  Fifth  Col- 

4  They  Wanted  War  (New  York,  1940),  p.  4. 
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umn  danger,  and  a  good  deal  of  it  by  actual  or  potential  Fifth  Colum- 
nists or  their  naive  victims.  Many  eventually  became  completely  confused 
and  unable  to  distinguish  between  real  and  alleged  Fifth  Columnists,  a 
result  which  was  precisely  the  purpose  of  the  maneuver.  As  in  other 
countries,  pseudo-patriotic  slogans  were  mobilized  to  encourage  compla- 
cency, and  a  strange  mixture  of  isolationist  nationalism  and  pseudo- 
pacifist  appeasement  was  used  in  an  attempt  to  divert  public  attention 
from  the  real  danger  until  full-fledged  aggression  against  the  United 
States  no  longer  left  any  doubt. 

For  some  time  the  Fifth  Columnists  were  pictured  exclusively  as  hos- 
tile aliens,  active  in  espionage  against  munitions  plants  and  sabotage 
against  railroads,  and  preparing  for  participation  in  a  final  military  in- 
vasion of  the  country.  Few  people  would  believe  that  an  American, 
either  native-born  or  naturalized,  could  conceivably  favor  a  pro-Axis 
trend  in  this  country,  or  encourage  an  indigenous  Fascist  regime  here, 
which  would  amount  virtually  to  the  same  thing.  The  diversion  of  pub- 
lic attention  from  enemy  citizens  to  friendly  aliens  was  to  serve  a  double 
purpose.  First,  it  was  expected  to  arouse  in  the  rank  and  file  resentments 
that  would  conform  to  Axis  needs,  such  as  anti-Semitism,  and  secondly, 
it  was  intended  to  make  the  actual  Fifth  Columnists  eventually  appear 
as  saviors  of  the  country. 

This  whole  technique  was  very  new  to  many  Americans,  although 
the  examples  of  Austria,  Holland,  Norway,  and  France  demonstrated 
that  the  real  danger  in  each  country  came  not  so  much  from  alien  spies 
(though  these  too  were  of  course  employed  by  the  Axis  whenever  suit- 
able) as  from  pro-Fascist  or  confused  native  elements.  Quisling  was  not 
German,  but  a  native  of  Norway,  and  the  same  is  true  of  Guido  Schmidt 
in  Austria,  Rost  van  Tonningen  in  Holland,  Laval  in  France,  and  Mos- 
ley  in  England. 

The  technique  of  branding  liberals  or  progressives  as  Communists, 
thereby  cleverly  attempting  to  show  indirectly  the  necessity  of  a  pro- 
Fascist  policy  at  home  and  abroad,  also  came  as  a  surprise  to  many 
Americans,  although  it  had  been  used  for  years  by  pro-Nazis  in  various 
European  countries.  In  fact,  the  real,  Moscow-guided  Communists,  dur- 
ing the  period  following  the  Stalin-Hitler  pact,  virtually  reflected  the 
desire  of  the  pro-Fascists  to  "keep  America  out  of  war,"  or  in  other 
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words  to  stop  interfering  with  Hitler's  gradual  conquest  of  the  world. 
When  this  "peace  policy"  of  Stalin  later  led  to  the  lightning  thrust  of  the 
Nazi  armies  against  the  former  partner,  the  Soviet  Union  solicited  and 
received  the  armed  aid  of  the  democratic  powers  for  her  large-scale 
counteraction.  Yet  Hitler's  often  repeated  claim  that  he  saved  the  West- 
ern world  from  Bolshevism,  despite  its  absurdity,  had  for  years  induced 
British  Tories  to  tolerate  or  even  encourage  Nazi  expansion. 

Hitler's  strategy  has  been  never  to  embark  on  military  invasion  with- 
out first  having  weakened  the  inner  will  and  core  of  resistance  of  a  na- 
tion. However,  his  expectation  that  the  racial  and  religious  problems 
of  the  United  States  would  become  starting-points  for  internal  disin- 
tegration and  the  subsequent  growth  of  Nazi  influence  has  not  worked 
out  to  the  extent  he  anticipated.5  Only  a  small  percentage  of  the  minori- 
ties have  gone  through  the  great  melting-pot  without  losing  whatever 
interest  they  may  have  had  in  giving  active  encouragement  to  dictatorial 
regimes  in  their  native  countries.  Pandora's  box  has  not  opened  quite  so 
accommodatingly  in  this  country  as  it  did,  for  instance,  in  France. 

While  thousands  of  American  businessmen  grasped  the  nature  and 
extent  of  the  international  crisis  more  quickly  than  did  the  French  or 
English,  a  number  of  others  remained  fairly  sympathetic  toward  ap- 
peasement policies  up  till  the  declaration  of  war.  The  motive  in  some 
cases  was  simply  the  hope  of  doing  profitable  business  with  Germany, 
which  resulted  in  a  willingness  to  recognize  quickly  the  German  con- 
quest of  Europe.  In  other  and  perhaps  more  important  cases,  the  motive 
was  probably  conscious  or  subconscious  sympathy  with  a  system  that 
had  eliminated  independent  labor  unions  and  claimed  to  have  sup- 
pressed the  Reds  for  all  time.  In  these  cases  appeasement-mindedness 
was  for  all  practical  purposes  very  close  to  pro-Fascism,  even  when  it 
sailed  under  the  flag  of  "Americanism"  or  "true  democracy."  6 

While  one  section  of  business  had  been  impressed  by  the  attitude  of 
the  British  Tories,  who  at  last  decided,  and  for  good  reasons,  to  entrust 
key  positions  in  their  war  government  to  the  Laborites  Ernest  Bevin, 
Herbert  Morrison,  and  others,  another  section  was  slow  in  learning  from 
the  experiences  of  Fritz  Thyssen  and  other  German  industrialists  who 

5  See  Hermann  Rauschning,  The  Voice  of  Destruction  (New  York,  1940),  pp.  68  fT. 
8  See  Frank  Munk,  The  Economics  of  Force  (New  York,  1940),  pp.  15  ff. 
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in  the  early  'thirties  paved  the  way  to  power  for  Hitler  in  the  belief  that 
he  would  remain  their  pawn.7  Thyssen  has  since  been  interned  by 
the  Nazis,  and  the  number  of  businessmen  who  realize  the  real  scope 
of  the  "Revolution  of  Nihilism"  has  greatly  increased. 

The  French  example  has  shown  in  a  different  way  how  direct  is  the 
road  from  appeasement  to  Fascism.  After  Daladier  and  Bonnet,  the  men 
of  Munich,  came  Petain,  Darlan,  and  Laval.  Everyone  knows  the  story 
of  how  France  was  undermined  by  Hitler.  It  was  done  not  primarily 
through  salaried  alien  traitors,  as  an  oversimplified  explanation  would 
have  us  believe,  but  above  all  through  native  appeasers  and  semi-Fascist 
partisans.  "In  totalitarian  strategy  invasion  is  not  a  first  step  but  a  re- 
grettable and  unavoidable  last  resort.  It  is  something  to  be  undertaken 
only  after  all  other  methods  have  failed.  The  Nazi  technique  is  to  avoid 
frontal  attack  by  a  series  of  flanking  maneuvers  which  render  the  pro- 
spective victim  virtually  impotent."  8 

John  F.  Kennedy  wrote  that  "a  boxer  cannot  work  himself  into  proper 
psychological  and  physical  condition  for  a  fight  that  he  seriously  believes 
will  never  come  off." 9  It  was  only  when  the  menace  to  Great  Britain 
became  immediate  that  public  opinion  in  the  United  States  began  to  real- 
ize the  possible  implications  of  a  British  defeat  in  terms  of  an  unre- 
stricted expansion  of  the  Axis  system — the  possibility  of  being  left  alone 
to  face  the  strategic  and  economic  resources  of  Nazified  Europe  and  a 
militarized  Japan,  with  the  British  Navy  perhaps  sunk  or  captured, 
Canada  practically  defenseless,  and  Latin  America  in  the  totalitarian 
orbit.  Although  it  was  obvious  that  an  Axis  preparation  for  serious  mili- 
tary aggression  in  this  hemisphere  must  take  considerable  time,  statis- 
ticians began  to  estimate  the  productive  capacity  of  such  an  Axis-dom- 
inated Eastern  Hemisphere  in  terms  of  shipyards,  iron,  and  even  oil. 
Their  figures  contributed  toward  shaking  the  complacent  belief  that  this 
country,  even  without  allies,  did  not  need  any  far-reaching  adjustment 
to  defense  needs  in  order  to  be  safe  from  any  potential  opponent. 

It  took  somewhat  longer  to  make  people  realize  that  Hitler  and  his 
allies,  in  attacking  various  countries,  were  free  of  prejudice  as  to  the 

7  See  Fritz  Thyssen,  /  Paid  Hitler  (New  York,  1941). 

8  Edward  Mead  Earle,  Against  This  Torrent  (Princeton,  1941),  p.  18. 

9  Why  England  Slept  (New  York,  1940),  p.  157.  By  permission  of  Wilfred  Funk,  Inc.,  pub- 
lishers. 
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particular  methods  to  be  employed  in  each  individual  case.  In  fact,  their 
only  definite  principle  was  to  apply  to  each  victim  that  combination  of 
methods  best  suited  to  cripple  or  destroy  his  political,  economic,  and 
military  resources  even  before  they  could  be  fully  mobilized.  This  was 
well  in  line  with  Napoleon's  assertion  that  "a  general  who  retains  fresh 
troops  for  the  day  after  a  battle  is  almost  always  beaten." 

The  efficiency  for  wartime  production  which  Germany,  with  her 
scarcity  of  natural  resources,  achieved  within  a  few  years,  without  hav- 
ing any  latent  reserves  to  fall  back  on,  impressed  increasing  numbers  of 
people  in  the  United  States  and  led  diem  to  believe  that  the  potentiali- 
ties for  a  thorough-going  and  efficient  mobilization  of  American  re- 
sources were  bound  to  be  tremendous.  At  the  same  time,  events  demon- 
strated to  the  American  people  that  the  traditional  concepts  of  both  peace 
and  war  had  become  obsolete.  On  May  27,  1941,  the  President  of  the 
United  States  proclaimed  that  an  unlimited  national  emergency  existed. 
On  December  7,  1941,  the  country  was  involved  in  an  all-out  war. 


CHAPTER  II 

CHANGING   CONCEPTS   OF   PEACE   AND   WAR 

UNTIL  shortly  before  the  outbreak  of  hostilities  in  Europe  the 
problems  of  war  economics  appeared  to  be  of  no  more  than 
historical  significance,  and  their  treatment  was  largely  con- 
fined to  academic  discussion  of  the  economic  measures  taken  by  the 
belligerent  countries  during  the  First  World  War.  International  de- 
velopments since  1939,  however,  have  shifted  war  economics  from  a  his- 
torical problem  back  into  a  topical  one. 

War  Economy  in  1914  and  Now 

Except  for  a  few  occasional  points  of  contact,  a  full-fledged  partner- 
ship between  military  and  economic  science  was  not  established  until 
the  First  World  War.  In  outstanding  works  on  military  strategy  like 
that  of  Clausewitz,  the  economic  complements  to  warfare  are  not  even 
mentioned.  To  make  it  applicable  to  our  time,  however,  his  famous  state- 
ment that  war  is  but  a  continuation  of  politics  through  other  methods, 
might  very  well  be  rephrased.  Today  it  seems  equally  reasonable  to  say 
that  modern  warfare  is  largely  a  continuation  of  economic  policies 
through  other  methods. 

For  thousands  of  years  there  was  only  an  indirect  connection  between 
the  economic  system  and  the  method  of  warfare.  The  ends  of  war  were 
frequently  economic,  as  when  men  fought  to  win  tribute  or  slaves,  and 
certain  consequences  of  war,  such  as  starvation  and  devastation,  had  eco- 
nomic significance  as  well.  The  kind  of  economic  warfare  which  aimed 
at  impairing  the  enemy's  military  resources  was  often  employed,  but 
prior  to  Bonaparte's  blockade  against  England,  it  was  used  only  on  a 
small  scale.  All  this,  however,  is  incidental  to  the  patterns  of  organiza- 
tion for  war  of  economic  life  in  recent  years. 

Not  until  the  vast  development  of  techniques  and  resources  under  the 
competitive  system  was  well  advanced  could  a  special  organization  of 
society  for  war  take  place.  In  relatively  primitive  societies,  the  economic 
system  was  not  elastic  enough  for  quick  adjustment,  nor  was  any  wide 
economic  basis  for  warfare  required.  During  most  of  human  history  a 
higher  civilization  was  by  no  means  a  guarantee  of  superior  war  equip- 
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ment,  as  Adam  Smith  emphasized.  The  capacities  or  resources  which 
are  most  important  to  the  waging  of  war  are  not  necessarily  inherent 
in  the  more  elaborate  types  of  civilization,  and  history  is  full  of  exam- 
ples of  the  destruction  of  highly  developed  societies  by  barbarians. 

This  relationship  remained  valid,  however,  only  so  long  as  the  level 
of  the  world's  technology  was  comparatively  low  and  the  pace  of  tech- 
nical development  very  slow.  Since  the  invention  of  firearms  the  trend 
has  gradually  shifted,  although  it  was  not  until  the  Ethiopian  War  of 
1935  that  incontestable  evidence  was  given  of  the  superiority  of  modern 
weapons  over  martial  bravery.  It  was  only  in  the  early  years  of  this  cen- 
tury, with  the  development  of  the  machine  gun  and  other  automatic 
weapons,  that  war  technique  attained  the  level  of  industrialized  society. 
Only  the  airplane  and  tank  fleets  of  the  Second  World  War  truly  corre- 
spond to  the  technical  level  of  the  machine  age  and  at  the  same  time 
necessitate  a  centralized  economic  organization. 

The  number  of  combatants  in  the  historic  battle  of  Hastings  in  1066 
was  not  more  than  12,000.  Even  at  Yorktown  in  1776  the  fighting  forces 
consisted  of  only  9,000  Americans  and  7,000  French  against  7,000  Brit- 
ish. Armies  of  millions  were  engaged  for  the  first  time  in  the  World 
War  of  1914-1918,  and  there  is  no  indication  in  our  time  of  a  trend 
toward  wars  fought  by  small  specialist  armies,  as  was  predicted  by  Hoff- 
man Nickerson,1  for  example.  On  the  other  hand,  it  would  make  little 
sense  to  consider  this  widening  scope  of  warfare  a  historical  "democ- 
ratization" of  war,  as  has  occasionally  been  done. 

Since  the  First  World  War  it  has  become  a  commonplace  that  mod- 
ern war  organization,  in  order  to  be  efficient,  must  be  based  on  the  full 
utilization  for  war  purposes  of  all  the  available  strength  of  a  national 
economy.  In  1914,  however,  the  discovery  of  this  fact  came  as  a  com- 
plete surprise.  Although  economic  policies  deliberately  formulated  with 
a  view  to  coming  wars,  such  as  mercantilism,  have  often  prevailed  in 
former  periods  of  history,  the  idea  of  an  economy  directed  toward  war 
had  to  be  rediscovered  after  the  era  of  laissez  faire,  which  had  as  far  as 
possible  eliminated  state  intervention.  One  of  the  great  surprises  of  the 
First  World  War  was  the  extent  to  which  all  belligerent  countries  were 
obliged  to  embark  on  interventionism. 

1  The  Armed  Horde,  1 793-1 939  (New  York,  1941). 
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Several  years  before  the  First  World  War  the  term  "war  economy" 
(Kriegswirtschafi)  was  introduced  by  a  few  authors  like  Otto  Neurath, 
but  even  he  at  that  time  confined  himself  to  the  theoretical  task  of 
"showing  how  the  economic  situation  of  the  various  human  groups  may 
change  during  a  war."  2  Financial  needs  under  war  conditions  were 
often  dealt  with  in  the  literature  on  public  finance,  but  few  other  eco- 
nomic problems  connected  with  war  were  at  that  time  apparent. 

When  the  First  World  War  broke  out,  not  many  people  realized  the 
inevitability  of  major  shifts  in  economic  policy.  Virtually  all  the  cur- 
rencies were  based  on  gold,  and  the  state  of  most  budgets  might  well  be 
an  object  of  envy  to  contemporary  ministers  of  finance.  Moreover,  both 
the  general  staffs  and  the  public  were  convinced  that  the  war  would  be 
over  in  a  few  months,  if  not  weeks.  After  it  had  become  clear  that  it 
would  last  much  longer  than  had  been  foreseen,  all  the  belligerent  coun- 
tries were  compelled  sooner  or  later  to  introduce  measures  of  economic 
control.  It  is  not  the  purpose  of  this  study  to  describe  these  First  World 
War  measures  and  methods  in  detail,  a  task  which  has  been  accom- 
plished quite  comprehensively  in  the  well-known  series  of  the  Carnegie 
Endowment  for  International  Peace.  However,  certain  characteristics  of 
economic  policy  in  that  period  are  relevant  for  purposes  of  comparison. 

As  early  as  August  19 14  Walther  Rathenau,  chairman  of  the  leading 
German  electricity  concern,  drafted  a  plan  for  the  establishment  of  a 
War  Bureau  of  Raw  Materials,  for  which  foresight  he  may  be  called  the 
intellectual  father  of  Goering's  Four- Year  Plan  of  1935.  It  took  Rathenau 
more  than  two  years  to  persuade  the  military  and  administrative  experts 
that  large-scale  control  of  raw  materials  was  indispensable.  In  other  bel- 
ligerent countries,  the  reluctance  of  the  governments  was  even  greater. 

Yet  by  1918  all  these  countries  had  been  obliged  to  introduce  more  or 
less  strict  government  control  of  important  economic  activities.  Although 
the  methods  differed  widely  as  between  countries  according  to  their 
resources  and  their  position  in  respect  to  world  supply  routes,  the  simi- 
larity of  general  principles  was  remarkable.  The  chief  methods  of  almost 
every  belligerent  in  that  period  may  be  summarized  as  follows : 

(1)  Shift  of  Industries  to  War  Production.  The  longer  the  war  lasted 
the  clearer  did  its  effects  become  upon  the  whole  industrial  machinery. 

2  Otto  Neurath,  Kriegswirtschajt  {sine  loco,  191 1). 
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Starting  from  armament  orders  to  a  limited  number  of  factories,  the 
policy  gradually  shifted  toward  government  requisitioning  or  super- 
vision of  most  industries,  and  the  shutting  down  of  those  which  were 
undesirable  competitors  to  war-essential  production.  The  Entente  Pow- 
ers tended  to  rely  as  long  as  possible  upon  voluntary  enlistment  of  fac- 
tories. The  final  result,  however,  was  not  too  different  from  the  com- 
pulsory methods  employed  by  Germany  and  Austria,  which  organized 
state-controlled  monopolies  in  important  industries. 

(2)  Labor  Regulation.  During  the  first  weeks  of  the  war,  an  unem- 
ployment problem  arose  in  several  countries.  Later  on,  however,  scarcity 
of  manpower,  particularly  of  skilled  workers,  prevailed,  and  the  army 
and  the  factory  came  into  involuntary  competition  with  one  another. 
The  placing  of  labor  had  therefore  to  be  controlled  everywhere  by  the 
government.  Measures  were  taken  against  strikes,  and  in  many  cases 
factories  that  were  important  for  war  purposes  were  put  under  military 
rule  in  order  to  avoid  delays  in  production  and  to  hold  the  wage  level 
down.  In  1916,  Germany  adopted  a  compulsory  civilian  service,  but  it 
did  not  prove  very  efficient. 

(3)  Regulation  of  Foreign  Trade  and  Exchange.  Most  governments 
found  it  necessary  to  regulate  both  imports  and  exports  in  such  a  way  as 
to  prevent  "unnecessary"  imports,  as  well  as  exports  of  war-relevant 
goods.  This  presupposed  an  effective  foreign  exchange  control.  More- 
over, all  the  belligerent  countries  were  exposed  to  a  "flight  of  capital" 
which  again  necessitated  strict  foreign-exchange  control.  Seizure  of  "ex- 
cess" war  profits  was  initiated  everywhere  for  both  psychological  and 
financial  reasons.  Although  the  actual  results  were  doubtful,  this  policy 
was  necessarily  linked  with  additional  measures  of  exchange  control. 

(4)  Regulation  of  Raw  Materials  and  Food.  Scarcities  gradually 
made  themselves  felt  in  the  countries  under  blockade.  There  was  an  in- 
creasing lack  of  certain  goods,  sugar  for  example,  in  such  countries  as 
England  too.  Storage,  systematic  distribution,  and  rationing  of  all  food- 
stuffs and  raw  materials  had  to  be  arranged  in  most  countries.  These 
measures  insured  efficiency  only  if  they  were  integrated  by  control  of  the 
communications  system,  which  in  Central  Europe  had  been  largely  state- 
owned  for  decades. 

(5)  War  Finance.  Both  during  and  after  the  war  there  was  a  great 
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deal  of  discussion  on  how  to  finance  war.  England  relied  for  a  long  time 
chiefly  on  current  taxation,  while  Germany  started  early  a  series  of  war 
loans.  Finally  every  country  employed  some  combination  of  taxation, 
loans,  and  credit  expansion.  Today  there  is  no  doubt  that  the  difference 
in  economic  effect  between  these  methods  was  by  no  means  as  large  as 
many  people  were  inclined  to  believe.  In  all  cases,  the  actual  outcome 
was  a  lowering  of  the  standard  of  living  of  the  war  generation,  and  in- 
directly of  the  next  generation,  too. 

(6)  Price  Control.  Measures  were  taken  almost  everywhere  against  an 
excessive  rise  in  prices.  The  chief  causes  of  this  rise,  as  a  special  committee 
of  the  British  House  of  Commons  indicated,  were  expansion  of  credit,  a 
demand  for  commodities  in  excess  of  the  supply,  increases  in  wages  and 
costs  of  production,  increases  in  the  rates  of  profit,  and,  in  certain  cases, 
unfavorable  rates  of  exchange.  The  general  purpose  of  price  control  was 
to  mitigate  the  financial  strain  upon  the  government  and  to  prevent  an 
uncontrolled  decrease  in  the  general  standard  of  living  that  might  have 
exceeded  the  psychological  limits.  At  the  same  time,  it  was  the  first  at- 
tempt to  isolate  the  price  level  from  the  effects  of  general  economic  pol- 
icy, especially  credit  expansion.  In  practice,  the  rigorous  system  of  price 
fixing  in  Germany  and  Austria  proved  even  less  effective  than  the  more 
elastic  policy  of  the  Allies. 

Both  opponents  and  supporters  of  socialism  believed  at  that  time  that 
there  was  a  definite  relationship  between  socialism  and  war  planning, 
and  even  laissez-faire  economists,  as  a  rule,  raised  little  objection  to  wide 
state  control  in  wartime.  Gustav  Stresemann,  leader  of  the  German  Na- 
tional Liberals  and  later  Foreign  Minister  of  the  Weimar  Republic, 
wrote  in  1915,  "Everybody  has  readily  subjected  himself  to  a  high  degree 
of  state  socialism,  which  would  have  been  rejected  in  peacetime  as  in- 
tolerable." 3 

Opinions  differed,  however,  concerning  the  trend  that  would  result 
from  this  new  war  economy.  While  many  socialists  believed  that  what 
they  considered  to  be  "war  socialism"  was  the  first  step  toward  their  goal, 
and  a  few  of  them,  like  Neurath,  foresaw  a  permanent  "peace-war  econ- 
omy," most  of  the  leading  statesmen  and  economists  considered  these 
measures  but  a  temporary  and  undesirable  interference  with  "normal" 

zEnglands  Wirtschafts\rieg  gegen  Deutschland  (Stuttgart,  1915),  p.  7. 
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economic  life.  As  late  as  in  1916,  Knut  Wicksell  asserted  that  all  the  needs 
of  both  the  governments  and  the  armies  could  be  met  by  the  direct  or 
indirect  effects  of  an  increase  in  interest  rates.  Even  when  all  the  bel- 
ligerent countries  were  compelled  to  establish  a  war  economy  after  two 
or  three  years  of  war,  the  idea  persisted  that  state  intervention  would 
readily  be  abolished  at  the  earliest  opportunity. 

Both  during  the  war  and  after,  it  was  frequently  emphasized  that  the 
measures  taken  were  necessarily  characteristic  of  a  "deficiency  economy," 
which  had  to  cope  with  a  deficit  in  resources  of  all  kind,  whereas  the 
"normal"  competitive  system  had  periodically  to  combat  a  surplus  of 
both  raw  materials  and  products.  It  was  stressed  that  a  removal  of  state 
control  was  possible,  and  necessary,  as  soon  as  the  deficit  in  resources 
disappeared. 

However,  Max  Weber,  the  great  social  scientist,  recognized  shortly 
after  the  war  the  real  significance  of  the  newly  discovered  leitmotif  of 
economics.  "War  economy,"  he  wrote,  "is  guided  by  one  end,  which 
has  (in  principle)  but  one  meaning  and  for  which  such  full  powers  may 
be  utilized  as  a  peace  economy  has  at  its  disposal  only  in  the  case  of  a 
'state  slavery'  of  its  subjects.  Moreover,  it  is  essentially  an  'economy  of 
bankruptcy.'  Its  engulfing  end  virtually  destroys  any  consideration  of 
the  peace  economy  to  follow.  All  calculation  is  made  with  merely  tech- 
nical precision,  while  it  remains  rough  from  the  economic  viewpoint  in 
the  case  of  all  those  materials  that  are  not  in  danger  of  complete  de- 
ficiency, and  even  more  in  the  case  of  manpower."  4 

In  certain  respects,  the  basic  economic  problem  of  the  recent  depres- 
sion period  did  not  differ  essentially  from  the  underlying  problem  of  a 
period  of  war  economy.  Any  depression  means  a  deficit  in  consumption 
for  the  bulk  of  the  population,  and  the  same  applies  to  some  extent  even 
to  periods  of  prosperity,  as  long  as  the  general  standard  of  consumption 
corresponds  neither  to  the  technical  possibilities  nor  to  the  social  needs. 
The  real  economic  difference  between  war  and  depression  lies  in  the 
concrete  cause  of  the  deficit.  In  wartime,  while  all  the  productive  re- 
sources are  utilized  and  strained,  destructive  "consumption"  tends  to  ex- 
ceed any  potential  increase  in  productivity  and  leaves  not  even  room 

4  Wirtschaft  und  Gesellschaft,  Grundriss  der  Soziald\onomi\   (Tuebingen,   1922),  III,  57. 
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enough  for  an  unimpaired  maintenance  of  the  previous  level  of  private 
consumption.  In  peacetime  an  enormous  proportion  of  the  productive 
resources  frequently  lies  unused.  This  kind  of  deficit,  however,  does  not 
as  a  rule  directly  affect  the  government,  whereas  a  wartime  deficit  may 
shake  its  political  foundations. 

The  bulk  of  the  emergency  measures  were  quickly  removed  after  the 
First  World  War.  Important  traces,  such  as  a  growing  tendency  toward 
monopoly  in  industry  and  toward  state  intervention  in  a  permanent 
sense,  remained,  though  it  would  be  a  mistake  to  see  the  root  of  these 
developments  only  in  the  First  World  War.  Moreover,  the  experiences 
in  war  economy  induced  all  the  governments  to  make  certain  provisions 
which  would  eliminate  the  need  for  another  improvisation. 

Yet  very  few  social  scientists  foresaw  that  a  trend  toward  permanent 
economic  preparedness  might  follow.  One  of  the  outstanding  studies  on 
war  economy,  A.  C.  Pigou's  Political  Economy  of  War,  published  in 
1921,  dealt  chiefly  with  the  sources  which  were  drawn  upon  to  cover  the 
real  costs  of  the  World  War,  and  hardly  at  all  with  a  possible  general 
trend  toward  military  economy.  According  to  Pigou,  the  "real  war 
fund"  consisted  of  augmented  production,  reduced  personal  consump- 
tion, reduced  investment  in  new  forms  of  capital,  and  depletion  of  exist- 
ing capital.  This  was  not,  of  course,  supposed  to  cover  "the  enormous 
destruction  of  values  outside  the  economic  sphere  altogether."  Pigou  saw 
no  clear-cut  contrast  between  taxes  and  loans  as  methods  of  war  financ- 
ing. 

Neither  he  nor  any  author  could  foresee  at  that  time  that  an  analysis 
of  the  economics  of  the  First  World  War  would  be  only  a  preliminary 
study  to  what  would  prevail  everywhere  in  the  following  decades.  An- 
other Englishman,  G.  D.  H.  Cole,  more  recently  investigated  the  "real 
fund"  of  coming  wars  in  much  the  same  manner,  and  some  of  his  re- 
sults were  fairly  close  to  Pigou's,  although  Cole  gave  more  emphasis  to 
the  importance  in  wartime  of  large  increases  in  production  as  compared 
with  the  "normal"  condition  of  the  capitalist  economy,  and  to  the  de- 
cline in  private  consumption  due  to  rearmament.5 

5  See  "The  Economic  Consequences  of  War  Preparation,"  Dare  We  Loo\  Ahead?  (London, 
1938). 
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If  one  compares  the  First  World  War  economy  with  the  economic  war 
organization  of  recent  times,  the  following  differences  suggest  them- 
selves : 

( i )  The  machinery  of  economic  control  set  up  during  the  First  World 
War  was  everywhere  abolished  in  the  first  few  post-war  years,  and  as 
fast  as  possible.  Hence,  the  present  agencies  for  economic  war  organi- 
zation have  nowhere,  least  of  all  in  Germany,  grown  directly  out  of 
those  established  during  1914-1918.  On  the  other  hand,  there  is  a  vast 
literature  on  the  economic  experiences  of  the  First  World  War  and 
much  of  this  has  been  drawn  on  in  working  out  the  new  rearmament 
program. 

(2)  Government  agencies  for  fostering  or  controlling  certain 
branches  of  production,  as  well  as  monopolistic  organizations  in  in- 
dustry, survived  the  First  World  War  by  many  years,  although  their 
ends  diverged  from  their  original  function  of  wartime  supervision.  In 
most  countries  this  insured  a  better  preparation  for  the  shift  toward  full 
war  economy  than  existed  in  1914. 

(3)  Economic  and  social  organization  in  the  Second  World  War  must 
necessarily  be  far  more  comprehensive  than  in  1914.  Hence  such  prob- 
lems as  war  finance  or  price  control  play  a  smaller  relative  role  than 
during  the  First  World  War,  when  the  general  idea  was  to  restrict 
intervention  to  a  few  fields  where  it  was  absolutely  indispensable.  Ex- 
periences indicate  that  partial  economic  control  would  work  even  less 
efficiently  now  than  it  did  at  that  time.  With  the  establishment  in  war- 
time of  full-fledged  government  control  over  the  whole  economy,  both 
war  finance  and  price  control  become  limited,  and  partly  technical,  issues 
rather  than  focal  points  of  economic  policy. 

(4)  Germany,  as  well  as  other  nations,  had  not  forgotten  the  les- 
sons of  wartime  blockade.  Hence  self-sufficiency  in  war-relevant  ma- 
terials, which  was  everywhere  pursued  very  reluctantly  during  the  First 
World  War,  came  much  more  to  the  foreground  of  national  policy 
after  the  war,  and  was  accompanied  by  its  natural  complement,  the  de- 
sire to  dominate  the  decisive  strategic  points  of  world  traffic.  While  the 
bulk  of  the  direct  and  indirect  measures  of  war  economy  were  not  estab- 
lished until  the  second  or  third  year  of  the  First  World  War,  they  were 
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anticipated  in  the  Second  World  War  long  before  the  outbreak  of  mili- 
tary hostilities,  although  the  potential  strategic  importance  of  what  the 
Nazis  called  Vorfeld^aempfe  (preliminary  fighting)  was  not  always 
clearly  recognized. 

(5)  No  country  this  time  has  been  able  to  rely  upon  improvisation 
from  the  economic  point  of  view,  as  it  did  in  1914.  Aerial  warfare  and 
other  techniques  of  mechanized  war  have  entirely  changed  the  defense 
situation,  and  the  scope  of  industrial  mobilization  has  become  so  vast 
as  to  render  impossible  any  sudden  shift  without  the  most  minute  prepa- 
ration. The  details  of  the  systems  of  military  economy,  however,  vary 
enormously  according  to  the  political  philosophy  and  diplomatic  aims 
of  the  countries  involved. 

(6)  The  war  economy  of  the  contemporary  period  was  actually  begun 
before  the  outbreak  of  formal  military  hostilities,  and  it  will  perhaps, 
in  its  long-run  effects,  survive  their  end.  While  the  First  World  War 
economy  comprised  only  a  number  of  emergency  measures  meant  to 
be  abolished  as  soon  as  the  emergency  disappeared,  the  scope  of  recent 
war  organization  has  evidently  been  too  wide  to  permit  an  easy  return 
to  past  conditions.  This  is  recognized  by  many  theoretical  supporters 
of  laissez  faire  as  much  as  by  advocates  of  state  intervention,  and  for 
some  of  the  former  it  served  temporarily  as  a  ground  for  endorsing  iso- 
lationism in  the  hope  of  preventing  any  military  entanglement.  One  of 
the  outstanding  differences  between  the  First  and  the  Second  World 
Wars  has  been  that  almost  everyone  reckoned  this  time  with  far-reaching 
and  possibly  permanent  consequences  of  a  prolonged  military  economy 
upon  our  whole  economic  and  social  structure. 

(7)  Economic  preparation  for  the  new  war  began  after  a  period  of 
severe  depression.  The  economic  machinery  was  out  of  order  and  most 
countries  suffered  from  a  tremendous  amount  of  idle  manpower  and 
other  resources.  Unemployed  facilities  were  far  in  excess  of  what  they 
were  in  1914,  when  the  business  situation  was  more  or  less  normal. 
J.  M.  Clark  wrote  in  1917,  "It  might  almost  seem  that  militarism  has 
set  a  higher  value  on  human  health  and  welfare  than  industrialism,  and 
if  that  be  true,  so  much  the  better  for  militarism.  But  we  are  rapidly 
coming  to  the  conclusion  that  industrialism  can  no  more  afford  these 
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wastes  than  militarism  can."6  Although  this  conclusion  had  largely 
fallen  into  oblivion  after  the  war,  it  has  recently  been  espoused  even 
more  vigorously  than  at  that  time.  The  experiences  of  several  countries 
have  taught  that  mobilization  of  idle  resources  even  for  rearmament 
may  mean  for  substantial  sections  of  the  population  a  temporary  in- 
crease in  the  standard  of  living,  although  this  standard  may  later  de- 
crease rapidly  after  having  reached  an  optimum  point.  While  no  one 
in  1914  thought  of  military  economy  as  a  panacea,  the  severity  of  the 
depression  of  the  'thirties  induced  many  to  give  it  consideration  as  a 
method  of  last  resort  for  mobilizing  idle  resources. 

(8)  Since  19 18  the  technique  of  war  has  undergone  tremendous 
changes,  the  full  range  of  which  is  yet  difficult  to  appraise.  The  tradi- 
tional weapons  have  been  very  largely  modernized:  most  mounted 
forces  have  been  motorized;  infantry  has  been  equipped  more  and  more 
with  automatic  arms,  and  the  artillery  has  increased  its  accuracy  and 
range.  Much  faster  has  been  the  development  of  new  weapons  which 
were  unknown  before  the  First  World  War :  airplanes,  tank  fleets,  and 
war  chemistry.  Both  old  and  new  weapons  have  acquired  a  tremendous 
potential  mobility,  dependent,  however,  upon  enormous  amounts  of 
fuel  being  at  the  disposal  of  the  belligerent  country  using  them.  Radio 
control,  which  no  longer  presents  any  fundamental  technical  problem, 
has  become  a  potential  source  of  surprises  in  modern  warfare.  As  a  rule, 
every  new  offensive  weapon  is  eventually  countered  by  a  defensive  one, 
but  the  time-lag  may  be  decisive,  and  the  only  effective  defense  in  many 
cases  has  been  counter-attack.  New  kinds  of  electric  rays  have  been 
tested  in  certain  fields,  although  the  imagination  of  news  reporters  in 
describing  them  has  often  exceeded  the  facts  and  some  reports  have  been 
spread  for  propagandist  reasons.  In  any  case,  the  technological  level  of 
the  recent  war  has  necessitated  from  the  very  beginning  what  is  clearly 
a  tremendous  industrial  machinery  compared  with  that  which  existed 
in  the  early  period  of  the  First  World  War.  On  the  other  hand,  shifts  in 
techniques  have  become  so  rapid  that  no  "amortization"  of  such  in- 
vestments could  be  envisaged  even  in  the  military  meaning  of  the 
word. 

6  American  Economic  Review,  December,    191 7.   Quoted   in   Readings  in  the  Economics  of 
War  (Chicago,  191 8),  p.  566, 
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It  is  obvious  that  analogies  between  the  economy  of  the  First  and  the 
Second  World  Wars  are  bound  to  have  narrow  limits.  Not  only  has  the 
development  of  military  and  industrial  techniques  made  comparison 
difficult,  but  also  the  structure  of  society  has  changed.  Years  before  ac- 
tual military  operations  started  this  time,  a  number  of  nations  were 
forced  to  succumb  to  totalitarian  regimes,  and  the  standard  of  living  of 
their  populations  in  peacetime  was  sacrificed  to  future  war  ends.  Yet  the 
very  concept  of  totalitarianism  was  unknown  before,  or  even  during, 
the  First  World  War.  It  has  become  ever  more  clear  how  difficult  it  is 
for  free  nations  to  maintain  peace,  and  their  own  standards  of  freedom 
and  decent  living,  once  they  have  allowed  these  same  standards  to  be 
destroyed  among  their  neighbors. 

What  was  in  the  First  World  War  a  temporary  improvisation  became 
in  the  recent  period  a  permanent  state  of  affairs.  A  considerable  portion 
of  what  had  to  be  done  after  1914  had  this  time  been  anticipated  before 
the  outbreak  of  military  hostilities.  Even  the  starting  point  of  the  new 
war  economy  did  not  correspond  to  the  state  of  affairs  in  1914  but  rather 
to  that  of  1917  or  1918.  Those  measures  which  had  been  begun  so  late 
in  the  last  war  that  there  was  no  time  to  work  them  out  adequately,  have 
now  been  inaugurated  on  an  incomparably  larger  scale  and  have  been 
implemented  at  a  much  faster  pace.  The  foundations  of  the  traditional 
social  system  and  the  orthodox  concepts  of  diplomacy,  strategy,  and 
economic  policy  have  been  shaken  and  widely  replaced  by  new,  though 
often  not  morally  superior,  conceptions.  For  a  realistic  understanding 
of  what  has  recently  been  going  on  in  the  world  one  cannot  be  content 
with  a  knowledge  of  the  experiences  of  the  First  World  War,  but  must 
make  a  thorough-going  inquiry  into  the  realities  and  tendencies  of  the 
contemporary  period. 

The  Anglo-American  and  German  Concepts  of  Preparedness 

In  the  years  immediately  preceding  the  outbreak  of  the  recent  war, 
there  was  abundant  demonstration  that  there  were  two  distinctly  dif- 
ferent concepts  of  economic  preparation  for  war,  the  German  and  the 
Anglo-American.  Fundamentally  the  difference  was  between  Druc\  auf 
den  Knopf — "pressing  the  starter  button" — and  "business  as  usual."  Al- 
though during  the  course  of  the  war  much  of  this  difference  has  dis- 
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appeared  in  practice,  the  different  roots  of  the  two  philosophies  will  for 
a  long  period  remain  visible,  and  may  again  become  decisive  as  soon  as 
the  machinery  of  war  has  to  be  demobilized.  Before  the  war,  economic 
concepts  in  France  and  various  smaller  democracies  were  rather  close 
to  the  Anglo-American,  while  the  system  of  Japan,  and  to  some  extent 
Italy,  could  be  regarded  as  akin  to  the  German. 

While,  in  Germany,  there  arose  an  enormous  theoretical  literature  on 
Wehrwirtschaft  (preparedness  economy)  during  the  'thirties,  problems 
of  economic  preparedness  were  rarely  dealt  with  in  the  military  or  eco- 
nomic publications  of  England,  France,  and  the  United  States  until 
1938  or  1939.  What  consideration  war  economy  did  receive  was  con- 
cerned mainly  with  experiences  of  the  First  World  War  or  with  tech- 
nical questions  of  supply.  This  difference  between  Germany  and  the 
democratic  countries  in  the  amount  of  theoretical  analysis  was  in  itself 
a  reflection  of  the  difference  in  actual  preparedness  policies. 

The  Anglo-American  concept.  In  England,  America,  and  France,  it 
was  believed  that  the  economic  implications  of  war  involved  four  main 
problems: 

The  first  one  was  concerned  with  armaments  costs,  the  most  obvious 
and  measurable  effect  of  war  preparation  upon  a  nation's  economy.  The 
official  armaments  budget  of  no  country,  least  of  all  a  dictatorial  coun- 
try, ever  gave  a  reliable  picture  of  actual  armaments  costs  in  the  broad- 
est sense.  For  the  real  costs  of  national  defense  involve  such  items  as 
"wasteful  substitution,"  and  mean  in  fact  primarily  a  pressure  upon  the 
standard  of  living.  Yet  the  budgetary  aspect  of  armaments  was  among 
those  most  seriously  scrutinized. 

Second  was  the  problem  of  "taking  the  profit  out  of  war."  For  moral 
and  economic  reasons  this  principle  has  seldom  been  openly  contested 
in  recent  years.  However,  the  wider  the  range  of  military  economy  be- 
came, the  more  difficult  it  was  to  select  those  industries  where  profit  was 
to  be  abolished.  It  was  increasingly  realized  that  the  above  principle,  if 
applied  in  a  total  war,  was  likely  to  involve  the  abolition  of  all  profit  in 
the  old  sense  for  the  period  of  the  war,  if  not  for  a  longer  one. 

Delivery  of  steel  for  guns,  or  wool  for  uniforms,  or  even  foodstuffs 
for  a  population  at  war,  may  afford  opportunities  for  war  profiteering 
just  as  much  as  supplying  tanks  or  airplanes.  Not  only  employers,  but 
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wage  earners  and  farmers,  may  temporarily  profit  from  war.  In  fact, 
anyone  enjoying  the  effects  of  a  war  boom  has  his  share  of  the  pie, 
although  the  slices  may  be  of  very  different  size.  In  a  fully  developed  war 
economy,  in  which  virtually  only  war-relevant  industries  survive, 
practically  any  profit  is  a  war  profit.  This  is  not  to  defend  war  profiteer- 
ing, but  only  to  emphasize  how  seriously  the  whole  profit  system  was 
bound  to  be  affected  by  a  military  economy. 

Thirdly,  the  Anglo-American  concept  of  war  economy  ran  squarely 
into  the  problem  of  self-sufficiency  as  against  world  trade.  Preparation 
for  war,  not  to  speak  of  war  itself,  was  bound  to  affect  international  trade 
adversely,  in  spite  of  possible  temporary  gains  due  to  increased  raw  ma- 
terial orders.  This  had  long  been  recognized  and  part  of  the  opposition 
against  war  was  based  on  this  ground.  The  trend  toward  self -sufficiency, 
not  to  speak  of  full  autarchy,  was  considered  from  the  outset  in  England 
and  America  as  running  counter  to  the  supposed  purpose  of  economic 
policy,  namely,  raising  the  standard  of  living.  During  the  First  World 
War,  England  had  found  it  advisable  to  foster  rather  than  to  restrict 
the  production  of  various  luxury  goods.  The  sale  proceeds  in  foreign 
currency  enabled  the  country  to  import  war-essentials,  the  domestic  out- 
put of  which  was  either  impossible  or  required  a  greater  comparative 
amount  of  labor  or  costs  in  general  than  those  luxuries.  However,  the 
scope  and  possible  consequences  of  recent  totalitarian  autarchic  policies 
were  not  always  fully  realized. 

Fourthly,  there  was  the  problem  of  interference  with  "normal"  busi- 
ness trends.  Many  people  regarded  the  international  feeling  of  insecurity, 
and  possibly  the  pressure  of  taxation  resulting  from  increased  arma- 
ments, as  the  major  cause  of  recent  business  depressions.  Others  con- 
tended that  armament  orders  stimulated  business  revivals.  This  conflict 
of  views  will  be  discussed  in  detail  later.  In  general,  however,  the  inter- 
ference with  normal  business  routine  was  considered  a  temporary  one, 
which  would  not  necessarily  have  any  permanent  effects  upon  the  eco- 
nomic structure. 

In  the  English-speaking  countries,  the  general  idea  was  to  minimize 
the  disturbing  economic  consequences  of  both  national  and  foreign  war 
preparation,  and  to  save  the  national  economy  any  "abnormal"  inter- 
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ference  that  could  possibly  be  avoided.  This  principle  was  succinctly 
stated  in  the  United  States  Industrial  Mobilization  Plan:  "The  measures 
adopted  must  be  such  as  to  minimize  damaging  effects  of  sudden  changes 
in  industrial  activity  and  to  maintain  an  approximate  economic  equi- 
librium throughout  the  Nation."  7  The  French  general,  Debeney,  stated 
this  principle  in  almost  the  same  way:  "Of  course,  it  is  out  of  the  ques- 
tion to  disrupt  in  peace  time  the  normal  life  of  a  nation  in  view  of  a  pos- 
sibility which,  though  it  is  doubtless  an  extremely  serious  one,  might 
materialize  only  after  one  or  several  generations."  8 

This  attitude,  if  consistently  upheld,  would  in  fact  have  implied  ab- 
stention from  the  construction  of  any  considerable  amount  of  economic 
war  machinery  in  peacetime.  On  the  other  hand,  from  the  early  'thirties 
onwards,  every  democratic  country  felt  itself  compelled  to  make  some 
preparation  for  a  possible  emergency  in  order  to  avoid  such  a  hasty  im- 
provisation as  had  everywhere  become  inevitable  during  the  First  World 
War. 

The  natural  expedient  was  found  in  the  idea  of  "industrial  mobiliza- 
tion." Every  possible  blueprint  was  to  be  provided  for  a  quick  reorgani- 
zation of  the  economic  machinery  in  case  of  war;  but  no  part  of  this 
planning  was  actually  to  be  carried  through  until  the  actual  emergency 
arrived.  Even  then  military  needs  were  not  absolutely  to  supersede  ci- 
vilian needs;  they  were  to  be  balanced  against  each  other  in  a  "just" 
manner,  a  principle  which  would  in  itself  have  presupposed  a  central 
economic  scheme.  The  morale  of  the  civilian  population  was  regarded 
as  an  important  military  factor.  Occasionally  even  German  experts 
showed  a  desire  to  have  their  own  government  learn  in  this  particular 
direction  from  the  Anglo-American  concept. 

Thus  arose  the  unprecedented  sociological  situation  where,  in  each 
of  several  countries,  two  distinctly  different  economic  systems  existed 
simultaneously,  one  in  reality  and  the  other  in  theory,  the  latter  to  be 
implemented  not  by  revolutionary  innovators  but  by  the  existing  gov- 
ernments and  majorities.  The  first  system  was  more  or  less  compatible 
with  the  competitive  idea,  insofar  as  this  idea  was  still  applicable  in  a 
world  of  monopolies  and  high  tariffs.  The  second  was  a  coherent  sys- 

7  (Washington,  1936),  p.  10. 

8  La  Guerre  et  les  Hommes  (Paris,  1937). 
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tern  of  centralized  government  planning,  though  its  aims  differed 
widely  from  those  of  the  usual  supporters  of  a  planned  economy. 

The  United  States  Industrial  Mobilization  Plan,  which  was  first 
drafted  in  193 1,  and  then  reshaped  in  1936  and  1939,  represented  this  idea 
most  clearly,  but  there  was  no  lack  of  examples  from  other  countries.  The 
Czechoslovakian  Republic  introduced  in  1936  a  Bill  for  the  Defense 
of  the  State  which  provided  for  rigorous  government  control  in  the  eco- 
nomic field  in  case  of  war,  without  altering  any  essential  economic  in- 
stitutions in  peacetime.  Unfortunately  she  never  had  any  opportunity 
to  try  it  out. 

In  the  United  States,  although  the  plan  as  such  was  eventually  pigeon- 
holed, important  provisions  were  made  in  1939  to  ensure  a  quick  work- 
ing of  the  Industrial  Mobilization  Plan  in  case  of  emergency.  Ten  thou- 
sand industrial  plants  were  earmarked  for  possible  war  production  and 
received  potential  production  schedules.  Storage  of  essential  war  ma- 
terials and  training  of  additional  aviation  mechanics  were  initiated. 
However,  the  basic  purpose  remained  the  same — to  avoid  any  unneces- 
sary disturbance  of  business.  Measures  taken  at  the  outbreak  of  the  Eu- 
ropean war  aimed  above  all  at  providing  safeguards  for  the  markets. 

In  a  sense,  Great  Britain,  up  to  March  1938,  was  more  orthodox  in  this 
regard  than  the  United  States.  No  official  plan  for  industrial  reorgani- 
zation in  wartime  was  published,  and  even  peacetime  conscription  was 
rejected  by  both  the  government  and  public  opinion.  Liddell  Hart  like- 
ened  conscription  to  "cutting  our  throats  to  avoid  a  disease,"  9  a  point 
of  view  which  could  at  that  time  be  regarded  as  typical. 

After  the  German  occupation  of  Czechoslovakia,  however,  Britain 
began  enrolling  several  million  people  for  national  service  on  the  home 
front,  and  made  provision  for  a  general  system  of  public  war-risk  insur- 
ance to  be  covered  from  the  Budget.  A  new  plan  for  food  control,  which 
implied  a  virtual  trade  monopoly  in  the  hands  of  the  government,  was 
set  up,  and  finally,  the  conscription  bill  showed  that  the  old  conception 
of  "business  as  usual"  had  become  out  of  date  in  both  the  economic  and 
military  fields.  These  were  long  steps  away  from  peace  economy,  and 
the  adoption  of  further  measures  only  a  few  months  later  culminated  in 
actual  war  economy  for  England. 

9  New  Statesman  and  Nation,  January  7,  1939. 
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Even  before  this,  a  shift  in  the  production  of  certain  industries  had 
been  prepared  by  such  measures  as  the  erection  of  "shadow  factories." 
These  were  armament  plants  of  which  the  construction  was  paid  for  out 
of  government  funds  and  which  were  subsequently  either  left  closed  or 
managed  by  commercial  firms  for  staff  training  or  educational  orders, 
without  being  fully  utilized  in  peacetime.  Private  industries  had  been 
induced  by  the  granting  of  subsidies  to  erect  additional  plants  for  war 
needs  with  a  view  to  increasing  armament  exports  and  training  staffs  in 
special  types  of  armament  production.  This  necessarily  meant  a  deviation 
from  the  principle  of  non-intervention  in  peacetime. 

The  scope  of  state  intervention  had  been  widening  since  the  First 
World  War  even  in  "normal"  times,  merely  through  the  systems  of  sub- 
sidies, tariffs,  etc.  This  peacetime  trend  enabled  governments  to  exert  an 
increasing  influence  over  industry  even  without  necessarily  involving 
special  preparedness  policies.  It  became  more  and  more  difficult  to  dis- 
tinguish "normal"  state  influence  from  that  devoted  specifically  to  aims 
of  war  efficiency. 

As  international  tensions  became  more  dangerous,  and  the  scope  and 
complexity  of  armaments  more  and  more  far-reaching,  some  of  the  blue- 
prints for  economic  preparedness  were  put  into  use,  but  were  nowhere 
strictly  applied.  This  was  particularly  true  in  Great  Britain,  where  vol- 
untary preparedness  in  both  the  military  and  economic  fields  gradually 
became  so  comprehensive  that  the  final  shift  to  compulsion  was  an  easy 
one.  For  years  Winston  Churchill  advocated  the  creation  of  a  Ministry 
of  Supply,  the  function  of  which  he  defined  originally  as  follows:  "In  my 
view  this  should  have  powers,  if  necessary,  to  compel  industry  to  give 
priority  as  required  to  Government  contracts  for  rearmament  purposes, 
and  to  devote  or  turn  over  any  necessary  portion  of  its  plant  to  such 
work."  10  The  Supply  Ministry,  as  created  in  April  1939,  had  at  first 
more  restricted  functions,  but  still  meant  a  substantial  modification  of 
the  principle  of  "business  as  usual."  It  became  clear  at  the  same  time 
that  the  British  Government  did  not  intend  in  this  war  to  stimulate  war 
production  by  an  uncontrolled  rise  in  prices  or  inflation,  but  was  pre- 
pared not  to  shrink  from  total  control  of  industry,  finance,  and  labor  if 
the  necessity  arose. 

10  New  Statesman  and  Nation,  January  7,  1939,  p.  6. 


CHANGING  CONCEPTS  OF  PEACE  AND  WAR  35 

Nevertheless,  state  intervention  was  still  limited  to  what  the  require- 
ments of  defense  appeared  to  necessitate.  A  comparatively  wide  margin 
of  elasticity  remained.  The  guiding  principle  was  to  adjust  the  economy 
to  the  concrete  defense  requirements  of  the  moment,  and  at  the  same 
time  to  maintain  the  creative  forces  of  peace  economy  as  long  as  pos- 
sible. This  was  aimed  at  both  for  general  reasons  and  to  avoid  a  pre- 
mature exhaustion  of  resources  before  the  actual  outbreak  of  war. 

On  the  other  hand,  this  whole  concept,  if  it  was  to  be  effective,  pre- 
supposed adequate  precautions  for  warding  off  a  concentrated  surprise 
attack  at  any  time.  If  a  lightning  raid  or  swift  victory  of  the  enemy  were 
made  impossible,  then  the  democratic  powers  might  already  have  upset 
the  fundamental  tactical  idea  of  their  rivals.  Therefore,  even  under  this 
system,  special  measures  had  to  be  instituted  to  eliminate  possible  delays 
in  starting  the  war  production,  which  had  proved  so  embarrassing  dur- 
ing the  First  World  War  in  many  countries. 

During  the  First  World  War,  the  average  American  soldier  was  fit 
for  field  service  within  three  to  frvt  months,  but  mass  production  of  war 
material  did  not  get  under  way  until  toward  the  end  of  the  war.  The 
fact  that  only  a  few  of  all  the  heavy  guns  produced  by  the  United  States 
after  her  entry  into  the  war  reached  the  French  front  was  only  partly 
due  to  the  large  gun  supplies  of  France  and  Britain. 

In  1915,  Lloyd  George  found  few  believers  when  he  declared  that  "the 
war  will  not  be  decided  on  the  battlefields  of  Belgium  and  Poland  but 
in  the  factories  of  France  and  England."  In  the  Second  World  War,  even 
in  England,  the  problem  was  bound  from  the  beginning  to  be  how  to 
make  the  "starting-up  time"  of  the  war  economy  as  short  as  possible,  for 
the  enemy  was  a  nation  which  had  already  anticipated  the  Anlaufzeit 
during  peacetime.  Subsequent  events  have  proved  that  while  England 
succeeded  in  solving  this  problem  at  least  as  far  as  the  danger  of 
lightning  blows  was  concerned,  the  same  method  proved  fatal  for 
France. 

However,  some  English  authors  have  been  equally  opposed  to  a  policy 
which  relied  upon  anything  like  a  war  of  exhaustion,  and  General 
J.  F.  C.  Fuller  asked  at  one  time,  "Is  it  not  better  to  lose  a  war  rapidly 
than  to  win  it  slowly  ?" 

The  German  concept.  Major  Beutler  has  defined  Wehrwirtschaft  as 


36  ECONOMICS  IN  UNIFORM 

follows:  "A  will  and  endeavor  which  aims  at  superiority  over  the  enemy 
in  a  future  war  in  the  economic  field  and  by  economic  methods."  u 
There  have  been  plenty  of  other  definitions,  but  two  major  traits  of  this 
concept  were  always  more  or  less  the  same:  (1)  It  was  to  be  a  new  eco- 
nomic system,  or  principle,  and  not  merely  an  emergency  provision  to 
be  abolished  when  the  state  of  emergency  disappeared.  (2)  Its  method 
consisted  of  a  virtual  shift  to  a  preparedness  or  war  economy  during 
peacetime.  The  purpose  was  a  peacetime  revision  of  the  whole  social  and 
economic  structure  in  such  a  way  that  full  efficiency  could  be  achieved 
at  the  very  moment  that  war  entered  the  military  phase. 

"Pressing  the  starter  button"  has  for  centuries  been  a  Prussian  ideal 
in  more  than  one  respect,  although  it  was  not  always  as  fatal  as  in  our 
time.  There  is  no  doubt  that  the  whole  concept  of  Wehrwirtschaft  has 
deep  roots  in  the  Prussian  tradition.12  Essentially  it  was  meant  to  be 
simply  a  long-term  preparation  for  a  complete  war  economy.  The  eco- 
nomic system  as  a  whole  was  to  be  altered  gradually  during  peacetime 
in  such  a  way  as  to  culminate,  at  a  date  predetermined  by  given  political 
ends,  in  a  complete  war  economy.  The  task,  as  defined  by  Captain  Lohr, 
was  "to  prepare  the  economy  in  peacetime  in  such  a  way  that  the  pro- 
duction of  material  important  for  warfare  could  start  at  the  decisive  mo- 
ment quickly  and  in  sufficient  quantities."  13 

Accordingly,  an  increasing  proportion  of  the  national  resources  as 
well  as  of  current  output  were  to  be  directed  in  peacetime  toward  war 
aims.  As  long  as  there  were  resources  both  of  idle  labor  and  of  other 
means  of  production,  a  temporary  increase  in  the  standard  of  living  for 
a  section  of  the  workers  and  other  classes  was  to  be  permitted,  although 
the  bulk  of  the  increase  in  production  was  to  pour  into  the  armament 
stocks  of  the  state.  The  "normal"  economic  system  of  pre-Hitler  Ger- 
many had  suffered  during  the  depression,  and  to  some  extent  even  dur- 
ing prosperity,  from  an  enormous  employment  lag  of  both  capital  and 
labor  behind  the  technical  possibilities.  Therefore,  any  fuller  utilization, 
even  if  destined  for  war  purposes,  was  likely  to  mean  at  least  a  tem- 

11  "Wesen,  Aufgaben  und  Begriffe  der  Wehrwirtschaft,"  Militaerwissenschaftliche  Rundschau 
(Berlin,  October,  1937).  The  concept  will  be  more  fully  analyzed  in  Chapter  IV. 

12  This  will  be  dealt  with  more  extensively  in  Chapter  III. 

13  Hauptmann  Lohr,  "Die  Bedeutung  der  industriellen  Mobilmachung,"  Kriegswirtschaftliche 
Jahresberichte  (Hamburg,  1936),  p.  38. 


CHANGING   CONCEPTS   OF   PEACE  AND  WAR  37 

porary  rise  in  the  standard  of  living  of  the  rank  and  file,  and  a  diminu- 
tion of  the  waste  in  human  and  material  resources. 

However,  this  gain  could  be  neither  large  nor  permanent.  For  once 
the  nation's  goal  became  the  greatest  possible  economic  efficiency  for 
war,  the  state  necessarily  began  to  seize,  and  went  on  seizing,  the  whole 
increase  in  production  as  fast  as  it  could  get  hold  of  it.  The  manifold  and 
ingenious  methods  by  which  this  was  accomplished  in  Germany  are 
well  known.14  Whether  one  considers  the  financial  methods  of  the  Third 
Reich,  its  self-sufficiency  policy,  its  labor  regulation,  or  its  investment 
control,  the  purpose  and  final  effect  have  always  been  the  same :  to  strain 
all  the  productive  factors  to  the  utmost,  and  at  the  same  time  to  en- 
croach as  far  as  is  dared  upon  the  standard  of  living  of  the  bulk  of  the 
private  consumers.  The  gap  between  this  increasing  productivity  and 
the  decreasing  standard  of  living  has  been  the  real  source  for  the 
organization  and  financing  of  Wehrwirtschaft. 

Thus,  long  before  the  outbreak  of  military  warfare,  there  arose  in  Ger- 
many an  economic  system  in  which  few  if  any  of  the  traditional  princi- 
ples survived  in  fact,  although  many  were  maintained  superficially  for 
psychological  or  ideological  reasons.  This  applied  in  particular  to  the 
institutions  of  private  ownership  and  profit.  The  private  employer  or 
owner  still  existed,  and  some  of  his  business  friends  abroad  envied  him  for 
having  got  rid  of  free  trade  unions  and  other  labor  organizations.  On  the 
surface,  he  seemed,  as  a  rule,  to  be  making  even  higher  profits  than  before. 
Actually,  however,  the  all-powerful  government  decided  which  parts 
of  his  potential  production  were  useful  for  national  preparedness  and 
worth  a  supply  of  raw  materials,  how  much  of  the  foreign  currency  pro- 
ceeds from  his  exports  he  could  keep,  what  prices  he  could  charge  for  his 
products,  how  much  capital  he  could  invest  in  his  own  business,  and  in 
what  part  of  Greater  Germany  he  could  erect  his  new  plants,  if  any.  In 
the  end,  much  of  his  profit  was  seized  by  the  government  in  the  form 
of  compulsory  or  "voluntary"  taxes.  All  these  interventionist  measures, 
the  most  important  of  all  being  investment  control,  were  governed  by 
principles  entirely  alien  to  the  price  mechanism  of  competitive  capi- 
talism. 

14  See  Frank  Munk,  The  Economics  of  Force  (New  York,  1940);  Guenther  Reimann,  The 
Vampire  Economy  (New  York,  1939);  T.  Graydon  Upton,  "To  American  Business  Men," 
Harper's,  May,  1941;  Douglas  Miller,  You  Can't  Do  Business  with  Hitler  (New  York,  1941). 
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However,  a  number  of  German  authors  sharply  distinguished  these 
preparedness  measures  from  a  planned  economy,  which  they  scorned  as 
being  nothing  more  than  a  system  of  economic  bureaucracy.  Hitler  him- 
self, in  his  Reichstag  speech  of  January  30,  1937,  said,  "Under  no  cir- 
cumstances shall  we  attempt  to  make  economic  life  bureaucratic."  In 
view  of  the  usual  mode  of  expression  of  totalitarian  rulers  one  might  sus- 
pect that  this  had  already  very  largely  taken  place. 

The  scope  of  state  ownership  in  Germany  grew  constantly  during 
these  pre-war  years,  for  large  sections  of  the  preparedness  program  could 
not  be  fully  implemented  even  by  state-controlled  private  industry.  This 
was  especially  true  in  the  search  for  synthetic  raw  materials  which  in  it- 
self is  not  necessarily  bound  to  be  a  wasteful  encouragement  of  uneco- 
nomic means  of  production,  as  has  occasionally  been  claimed.  As  a  mat- 
ter of  fact,  in  our  time  research,  technological  and  otherwise,  can  very 
often  be  carried  forward  only  if  controlled  or  financed  by  public  or 
semi-public  agencies.  It  means,  of  course,  no  gain  from  the  consumers' 
point  of  view  if  it  is  directed  toward  war  aims.  When  this  is  the  case, 
although  some  of  the  new  inventions  may  be  of  permanent  value,  much 
of  the  scientific  research  is  aimed  simply  at  producing  more  efficient 
methods  of  destruction,  or  may  result  in  replacing  raw  materials  that 
were  cheap  and  abundant  in  the  world  markets  by  substitutes  that  can 
be  produced  only  by  complicated  and  expensive  processes  at  home. 

With  respect  to  labor  in  Germany,  there  was  a  clear  trend  toward  a 
compulsory  system.15  Labor  became  very  cheap  and  could  in  certain  in- 
stances be  obtained  at  a  subsistence  wage,  owing  to  the  destruction  of  the 
unions  and  to  the  introduction  of  such  institutions  as  the  Arbeitsdienst 
(labor  service).  The  social  expenditures  for  the  purpose  of  maintaining 
a  worker  became  in  many  cases  lower  than  they  had  previously  been 
under  the  dole,  and  so  did  his  real  income.  There  was  as  little  "surplus" 
of  manpower  as  had  ever  existed  under  actual  or  virtual  slavery.  On  the 
other  hand,  the  peacetime  orientation  of  the  national  economy  toward 
preparedness  regardless  of  "cost"  meant  that  an  increased  amount  of 
labor  was  required  even  in  many  fields  where  goods  useful  for  private 
consumption  were  still  produced.  The  production  of  synthetic  rubber 
for  automobile  tires,  for  instance,  which  was  encouraged  long  before  the 

15  See  Chapter  IV. 
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outbreak  of  military  hostilities,  occupied  per  unit  much  more  manpower 
than  had  the  importation  of  corresponding  quantities  of  natural  rubber. 
Gradually  even  unskilled  labor  became  scarce  and  had  to  be  managed  by 
the  state  in  a  more  or  less  compulsory  fashion  in  order  to  avoid  perilous 
competition  between  the  growing  armed  forces  and  the  industries. 

All  this  meant  that  the  sphere  of  influence  of  the  government  had  to 
be  tremendously  widened  if  this  system  of  military  economy  was  to 
work.  The  Nazi  Government  believed  that  price  control,  for  example, 
could  not  even  temporarily  be  watertight  unless,  in  the  case  of  each  vio- 
lation, sanctions  like  capital  punishment  or  property  confiscation  could 
be  employed  rigorously  and  without  administrative  delay.  If  this  eco- 
nomic control  was  to  mean  something  more  than  a  bureaucratic  state 
on  the  old  model,  then  the  whole  German  concept  of  Wehrwirtschaft 
was  conceivable  only  if  based  on  a  totalitarian  dictatorship  in  the  political 
field. 

Even  in  Germany  many  observers  felt  uneasy  about  the  heavy  strain 
on  the  peacetime  resources  of  the  nation.  Otto  D.  Tolischus  wrote  from 
Berlin  shortly  before  the  outbreak  of  military  warfare,  "There  are  many 
Germans,  including  high  army  officers,  who  hold  that  in  building  up 
her  resplendent  armament  Germany  has  already  so  strained  her  mili- 
tary, economic  and  moral  resources  that  she  has  little  strength  left  to 
use  that  armament."  16 

Evidently  there  was  an  optimum,  beyond  which  economic  prepared- 
ness in  peacetime  could  not  be  extended  without  eventually  reducing  the 
war  efficiency  which  it  was  meant  to  strengthen.  The  majority  of  the 
German  experts,  and  especially  those  military  officers  who  were  con- 
cerned with  economic  problems,  had  no  doubts  on  this  point.  Only  cer- 
tain propagandists  thought  of  Wehrwirtschaft  as  an  inelastic  state  of 
afTairs,  or  as  an  ideology  in  a  very  general  sense.  Those  who  had  to  deal 
with  the  practical  side  of  measures  of  economic  preparedness  conceived 
of  it  not  so  much  as  a  new  economic  system  which  was  in  process  of  be- 
ing stabilized  as  it  then  stood,  as  a  transition  toward  a  full  war  economy 
that  was  to  be  achieved  at  a  date  more  or  less  exactly  predetermined. 
From  their  point  of  view  this  conception  was  justified  by  subsequent 
events.  The  peacetime  strain  did  not  have  such  serious  consequences  for 

16  New  Yor\  Times  Magazine,  April  2,  1939.  By  permission  of  the  editors. 
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Germany  as  those  suffered  in  France  and  Britain  as  a  result  of  the  lag  in 
their  own  preparedness. 

Strategic  Implications  of  the  Anglo-American  and  German  Concepts 

It  would  be  pointless  to  compare  the  two  systems  in  an  abstract  man- 
ner, as  if  they  were  simply  two  different  methods  of  approaching  one 
and  the  same  goal.  This  was  true  only  in  so  far  as  their  task  was  bound 
to  become  increasingly  similar  after  the  start  of  actual  military  opera- 
tions, when  the  whole  economy  of  any  belligerent  country  is  supposed 
to  work  at  highest  speed  toward  the  attainment  of  maximum  war  ef- 
ficiency. In  time  of  peace,  however,  the  underlying  assumptions  of  the 
two  systems  differed  fundamentally. 

The  German  concept  appeared  to  promise  success  under  two  condi- 
tions: (a)  that  war  broke  out  at  a  date  predetermined  by  that  country 
and  convenient  to  her;  and  (b)  that  this  war  was  comparatively  short. 
Here  again  the  more  serious  among  the  German  military  and  economic 
writers  had  little  doubt  about  the  necessity  of  these  preliminary  condi- 
tions. The  first  assumption,  known  in  the  German  military  literature  as 
Krieg  auf  Termin  and  in  the  French  as  guerre  a  Vecheance,  or  fixed- 
term  war,  meant  that  both  the  military  and  the  economic  war  machines 
were  to  be  made  ready  in  peacetime  for  immediate  operation.  If  war 
broke  out  earlier  than  envisaged,  the  military  economy  would  still  be 
under  construction,  though  possibly  farther  advanced  than  that  of  coun- 
tries with  a  competitive  economy.  If,  on  the  other  hand,  war  was  post- 
poned much  longer  than  had  been  expected,  a  premature  exhaustion  of 
the  resources  being  used  in  preparing  for  it  might  occur. 

As  a  matter  of  fact,  this  may  perhaps  have  happened  in  Germany  to  a 
limited  extent,  but  it  was  a  fatal,  though  fairly  frequent,  illusion  to  be- 
lieve that  this  relative  exhaustion  was  bound  either  to  produce  an  auto- 
matic collapse  of  her  economy,  or  to  make  the  Third  Reich  peaceful. 
The  problem  was  solved  periodically  by  the  seizure  of  the  resources  of 
other  countries,  and  by  tightening  the  screws  upon  the  standard  of  liv- 
ing at  home. 

The  German  concept  was  apparently  untouched  by  the  vacillating 
opinions  as  to  whether  defense  or  aggression  is  superior  in  modern  war- 
fare. Since  the  early  'thirties,  the  majority  of  German  military  experts 


CHANGING  CONCEPTS  OF  PEACE  AND  WAR  4 1 

tended  to  believe  that  the  attacker  had  a  decisive  advantage,  because, 
in  particular,  of  the  development  of  military  aviation  and  the  possibili- 
ties inherent  in  mechanized  warfare.  The  French  general,  Debeney, 
stressed  that  the  attacker  was  likely  to  have  a  superior  quality  of  arma- 
ments at  his  disposal,  that  his  industrial  mobilization  would  be  carried 
through  more  quickly,  as  prepared  by  peacetime  policies,  and  that  he 
could  choose  the  tactics  that  suited  him  best.  Even  more  radical  was  the 
Italian  general,  Douhet,  who  was  certain  that  the  attacker  could  win  a 
rapid  decision  through  aerial  weapons  alone.  Other  experts  emphasized 
that  there  was  no  adequate  defense  against  modern  weapons  except 
analogous  counter-attack. 

Later,  especially  after  the  Spanish  War,  many  voices  proclaimed  the 
superiority  of  defense,  if  based  on  modern  fortifications.  The  early  days 
of  the  new  war  seemed  to  justify  in  a  certain  sense  both  theories;  the 
lightning  attack  had  a  surprise  success  in  Poland,  while  both  German 
and  French  fortification  systems  prevented  any  lightning  offensive  in 
the  West  at  the  beginning  of  the  war  operations.  After  the  invasion  by 
the  German  armies  of  Scandinavia,  the  Low  Countries,  France,  and  the 
Balkans,  many  an  expert  changed  his  opinion.  The  merely  tactical  side 
of  the  problem  will  not  be  dealt  with  here.  If,  however,  the  aggressor 
should  actually  be  necessarily  and  decisively  superior  in  modern  warfare, 
then,  of  course,  no  system  of  military  economy  could  promise  success  un- 
less it  were  a  priori  directed  toward  aggression. 

The  second  condition,  a  short  war,  appeared  to  be  even  more  im- 
portant. The  German  system  had  been  constructed  on  the  hypothesis 
that  military  actions  in  their  decisive  phase  would  take  only  a  few 
months,  even  though  secondary  war  operations  might  conceivably  go  on 
for  years.  The  actual  development  did  not  immediately  upset  this  part 
of  the  theory,  for,  with  the  French  army  eliminated,  the  Germans  con- 
tinued to  believe  in  a  fairly  prompt  decision  of  the  war  in  their  favor. 
Moreover,  Wehrwirtschaft  was  now  based  on  the  resources  of  the  whole 
Continent  rather  than  on  those  of  the  Reich  alone.17 

Generally  speaking,  the  German  system  appeared  to  be  perfectly  logi- 
cal from  the  viewpoint  of  a  prospective  aggressor.  A  country  that  is  sure 
that  she  herself  is  to  attack,  will,  of  course,  prepare  for  this  event  eco- 

17  See  Chapter  V. 
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nomically.  She  will,  therefore,  fix  a  starting-time  for  her  war  economy 
such  that  the  new  set-up  will  be  working  virtually  at  full  speed  when  the 
great  moment  arrives,  whatever  may  be  the  costs  of  transition  during  the 
intermediate  period. 

On  the  other  hand,  for  countries  that  were  determined  not  to  wage 
any  aggressive  war  (and  here  we  are  speaking  of  aggression  in  its  broad 
political  rather  than  its  narrow  military  sense),  there  seemed  to  be  no 
immediate  reason  for  shifting  their  economic  systems  toward  full  pre- 
paredness in  peacetime. 

The  quantities  of  manpower  and  materials  involved  in  modern  rear- 
mament seemed  much  too  big  to  permit  the  reorientation  of  production 
on  the  basis  of  war  efficiency  merely  as  a  precautionary  measure,  with- 
out any  very  definite  conception  of  preparedness.  Possony's  calculations 
of  the  material  needs  of  modern  warfare  gave  the  following  estimates: 
for  each  1,000  kilometers  of  front  15,000,000  tons  of  iron  and  steel  a  year 
for  defensive  warfare,  and  40,000,000  for  offensive  warfare.18  Some  of 
these  and  similar  estimates,  though  discussed  widely  by  experts  on  mili- 
tary technique,  were  futile  because  they  overlooked  such  factors  as  the 
usual  intermissions  in  war  operations,  possible  destruction  or  disruption 
of  industrial  machinery  in  the  course  of  the  war,  and  shifts  in  both  mili- 
tary and  industrial  technique  likely  to  occur  under  the  pressure  of  de- 
ficiencies. But  even  those  estimates  made  "in  the  vacuum"  illustrated 
the  impossibility  for  any  country  to  prepare  itself  for  war  economically 
by  halfway  measures. 

Another  fundamental  cause  of  the  divergence  between  the  German 
and  the  Anglo-American  concepts  was  the  fact  that  America  and  the 
British  Empire  dominated  the  sea,  and  were  rich  in  raw  materials  of 
almost  every  kind.  These  nations  were  greatly  interested  in  having  suf- 
ficient time  for  fully  mobilizing  their  resources  without  demoralizing 
their  populations  by  seemingly  premature  sacrifices.  In  this  regard,  the 
difference  between  the  systems  of  preparedness  represented  a  difference 
in  the  current  phases  of  foreign  policy  and  perhaps  in  general  philosophy. 

Although  it  is  beyond  the  scope  of  this  study  to  deal  extensively  either 
with  the  political  problem  of  "this  have  and  have-not  business,"  as  Nor- 

18  Stephen  Th.  Possony,  Tomorrow's  War  (London,  1938). 
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man  Angell  has  styled  it,  or  with  the  technical  aspects  of  the  "strategy 
of  raw  materials,"  the  following  points  have  to  be  emphasized: 

(a)  While  the  German  economic  system,  the  Nazi  regime,  and  cer- 
tain general  traditions  of  the  country  played  the  decisive  part  in  shaping 
Germany's  recent  concept  of  military  economy,  the  amount  of  raw  ma- 
terials and  other  resources  available  within  her  borders  also  had  an  im- 
portant influence.  The  term  "available,"  it  should  be  emphasized,  is  to 
be  understood  here  in  its  purely  factual  sense,  and  not  in  its  economic 
sense,  which  carries  an  implication  of  profitable  exploitation.  It  goes 
without  saying  that  production  control,  self-sufficiency  policies,  etc., 
within  the  German  Wehrwirtschajt  would  have  been  essentially  differ- 
ent if  the  Reich  had  been  endowed  by  nature  with  sufficient  quantities 
of  oil  or  iron.  The  fact  that  this  was  not  the  case  necessitated  substantially 
larger  peacetime  preparation  than  would  otherwise  have  been  necessary 
under  analogous  ideological  and  political  conditions.19 

The  same  applies  substantially  to  control  over  colonies,  although  in 
this  case  history,  and  not  nature,  was  responsible  for  the  specific  condi- 
tions of  each  country.  A  colonial  empire,  endowed  with  war-relevant 
goods,  if  based  upon  domination  of  the  seas,  was  able  to  reduce  in  good 
measure  the  material  need  for  peacetime  preparations. 

(b)  Once  a  country  has  embarked  on  an  expansionist  policy,  the  con- 
crete direction  of  this  policy  is,  for  obvious  reasons,  likely  to  be  de- 
termined largely  by  the  international  distribution  of  raw  materials  and 
other  productive  resources.  It  has  often  been  demonstrated  to  what  extent 
the  German  drive  toward  the  Southeast,  for  instance,  and  Japan's  seizure 
of  Manchuria,  were  aimed  at  securing  additional  resources  for  more 
ambitious  conquests.  At  the  same  time,  the  kind  of  military  economy 
depended,  of  course,  to  some  extent  on  the  nature  of  the  potential  ene- 
mies. Until  the  autumn  of  1939,  the  aggressor  governments  needed  to 
prepare  only  for  lightning  wars  against  victims  inferior  in  number  and 
equipment,  and  were  sure  to  secure  comparatively  large  spoils.  On  the 
other  hand,  the  democratic  powers  had  to  prepare  for  a  defensive  war 
against  powerful  industrial  nations  at  a  more  remote  date.  Here  again 

19  For  statistics  on  this  point,  see  Otto  Neurath,  Modern  Man  in  the  Making  (New  York,  1939), 
p.  84  ff.;  Rene  Seydoux,  Annals  of  the  American  Academy  of  Political  and  Social  Science,  July, 
1938;  Fritz  Sternberg,  Fivefold  Aid  to  Britain  (New  York,  1941). 
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the  difference  in  basic  motives  underlying  the  various  concepts  of  eco- 
nomic preparedness  is  evident. 

(c)  The  preparedness  concepts  were  also  influenced  by  given  or  po- 
tential allies.  First,  the  resources  of  one's  allies  were  viewed  as  supple- 
menting one's  own.  Secondly,  the  allies  were  looked  at  from  the  point 
of  view  of  their  capacity  for  controlling  international  communications. 
There  is  little  doubt  that  the  difference  in  preparedness  concepts  as  be- 
tween England  and  Germany  was  partly  due  to  a  calculation  of  the 
resources  and  deficiencies  of  their  respective  allies,  and  of  probable  effects 
of  blockade  measures. 

(d)  The  reason  that  the  League  of  Nations  sanctions  against  Italy  in 
1936  failed  was  not  that  anyone  overestimated  the  importance  of  raw 
materials  in  modern  war,  or  that  Italy's  war  economy  was  particularly 
well  organized.  The  reason  was  rather  that  the  governments  of  the 
democratic  powers  shrank  from  cutting  off  the  supply  of  decisive  goods, 
such  as  oil,  because  they  did  not  want  to  endanger  the  Fascist  regime  in 
Italy.  The  sanctions  did  not  fail;  they  were  in  fact  not  seriously  applied, 
and  no  general  conclusions  on  economic  war  organization  can  therefore 
be  drawn  from  this  experience. 

From  the  German  point  of  view,  there  appeared  to  be  two  possible 
methods  by  which  to  attain  a  lightning  victory,  either  a  sudden  blow 
{Blitzkrieg),  or  a  series  of  successful  preliminary  actions  prior  to  the 
actual  war.  The  first  method,  which  was  probably  the  original  choice 
of  the  Reich,  had  to  be  modified  owing  to  defense  measures  taken  by  the 
Western  powers.  Hence  the  second  method  became  even  more  impor- 
tant, and  German  military  writers  have  had  ample  opportunity  to  boast 
of  their  victories  in  the  Vorfeldkjzempfe  (preliminary  fighting)  of  the 
current  war — control  over  Austria,  Czechoslovakia,  and  Spain. 

Only  the  economic  aspects  of  this  method  will  be  dealt  with  here,  but 
even  they  were  clear  enough.  The  "peaceful"  occupation  of  Austria  and 
Czechoslovakia  made  a  complete  blockade  of  Germany  difficult,  and 
made  the  food,  oil,  and  ore  resources  of  Southeastern  Europe  more  easily 
accessible  to  her.  Spanish  iron,  pyrites,  and  mercury  came  into  the  hands 
of  a  pro-Fascist  government,  and  the  supply  lines  of  food,  raw  materials, 
and  manpower  from  North  Africa  to  France  became  precarious.  It  has 
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been  an  indispensable  adjunct  of  the  German  system  of  military  econ- 
omy so  to  increase  the  odds  against  the  presumed  enemies  as  to  make 
the  prospects  of  the  success  of  a  final  lightning  blow  seem  overwhelming 
— the  implicit  assumption  being  that  the  victim,  faced  by  these  odds,  was 
likely  in  many  cases  to  surrender  even  before  an  actual  showdown. 

The  German  concept  presupposed  that  all  available  power  was  to  be 
concentrated  upon  the  immediate  enemy  to  be  crushed,  while  strategic 
barriers  secured  the  other  frontiers.  The  invasion  of  Austria  or  Czecho- 
slovakia would  have  been  impossible  without  the  preceding  occupation 
and  fortification  of  the  Rhineland ;  and  before  an  attack  could  be  directed 
against  France  or  England,  the  elimination  of  Czechoslovakia  was 
necessary.  The  same  tactics  were  applied  to  Poland. 

There  was  an  indissoluble  link  between  the  whole  concept  of  Wehr- 
wirtschajt  and  German  military  and  diplomatic  strategy.  This  applied 
equally  to  propaganda.  If  a  fixed-term  attack  was  to  lead  to  a  lightning 
success,  then  a  preliminary,  carefully  dated  "propaganda  shock"  upon 
the  populations  both  at  home  and  abroad  was  indispensable.  The  im- 
mense superiority  of  the  economic  and  military  equipment  of  the  ag- 
gressor, and  also,  as  far  as  possible,  his  "good  right,"  was  to  be  hammered 
into  the  brains  and  hearts  of  both  groups  of  nations  so  that  the  decisive 
moment  would  find  the  enemy  demoralized  and  the  Germans  sure  of 
speedy  victory.  Otherwise  a  quick  psychic  collapse  of  the  German  pop- 
ulation was  within  the  range  of  possibility,  as  certain  German  experts  of 
Wehrpsychologie,  such  as  Pintschovius,  actually  hinted  for  years,  espe- 
cially with  respect  to  the  effects  of  aerial  warfare. 

This  basic  relationship  between  Wehr wirtschajt,  diplomacy,  and 
propaganda  has  by  no  means  been  denied  by  the  more  serious  German 
authors.  It  is  interesting  to  discover  that,  on  the  contrary,  some  of  the 
military  officers  writing  on  economic  problems,  such  as  Major  Beutler, 
stressed  repeatedly  the  "intellectual"  or  "spiritual"  (geistig)  character  of 
Wehr  wirtschajt,  which  in  their  view  should  be  a  general  leading  princi- 
ple of  national  policy  rather  than  a  series  of  concrete  administrative 
measures.  "In  the  last  .  .  .  phase  there  can  be  no  activity  any  more,  be 
it  even  that  of  a  home  worker  at  her  sewing  machine,  which  does  not 
somehow  involve  a  warlike  performance."  20 

20  Ernst  Juenger,  Die  totale  Mobilmachung.  M.  Krieg  und  Krieger  (Berlin,  1930). 
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Forming  part  of  that  preliminary  warfare  were  all  the  artful  innova- 
tions employed  for  years  by  Germany  in  the  field  of  foreign  trade, 
whether  in  the  form  of  barter,  pseudo-credits,  or  price  concessions.  The 
nearer  the  great  showdown  came,  the  less  reluctance  she  exhibited  in 
"freezing"  credits,  delivering  inferior  goods,  undercutting  the  partner's 
products  on  third  markets,  etc. 

The  Anglo-American  counterpart  to  the  German  tactics  consisted  in 
part  in  securing  a  "shock  reserve."  As  far  as  the  economic  field  was  con- 
cerned, this  implied  such  measures  as  the  storage  of  raw  materials  suf- 
ficient to  meet  several  months'  requirements  in  case  of  difficulties  in 
supply.  J.  M.  Keynes  warmly  recommended  this  in  combination  with 
the  development  of  Empire  trade.21  Other  measures  in  the  same  direction 
were  air-raid  precautions,  which  became  even  in  peacetime  a  tremendous 
industry  in  England,  the  keeping  up-to-date  of  all  industrial  statistics, 
and  preparation  of  future  production  schemes  and  potential  personnel 
shifts  in  such  a  way  that  quick  industrial  mobilization  of  important  fac- 
tories would  be  possible.  This,  however,  was  in  itself  virtually  industrial 
mobilization,  if  not  actual  economic  preparedness,  and  the  nearer  the 
acute  war  situation  came  the  more  difficult  it  was  to  maintain  the  idea 
of  non-mobilization  in  peacetime.  Incidentally,  the  whole  idea  of  "in- 
dustrial mobilization"  (or  more  exactly,  economic  mobilization),  while 
consistent  with  the  Anglo-American  concept,  was  incompatible  with 
Wehrwirtschaft.  The  Germans  conceived  of  industrial  mobilization  not 
as  casual  intervention,  but  as  a  planned  permanent  policy. 

It  can  be  seen  that  the  problem  of  the  starting-time  of  the  war  econ- 
omy was  necessarily  an  integral  part  of  the  whole  policy  and  ideology 
of  a  nation  or  regime.  It  could  not  be  decided  as  an  isolated  question  of 
economic  technique  or  organization.  On  the  other  hand,  the  economic . 
and  military  preparation  of  several  big  nations  for  lightning  war  neces- 
sarily imposed  upon  most  of  the  other  nations  wide  precautionary  peace- 
time measures.  Economic  preparedness,  to  be  effective,  necessitated  a 
far-reaching  capacity  for  periodical  adjustment  and  a  high  degree  of 
mobility,  which  made  inelastic  schemes  useless.  This  circumstance 
gradually  reduced  the  difference  between  the  two  concepts,  although 

21  An  editoral  in  the  New  Statesman  and  Nation,  September  10,  1938,  p.  371,  offers  a  critical 
review  of  this  plan. 
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the  ideas  behind  them  remained  very  different.  Even  in  democratic 
countries  it  became  daily  more  difficult,  long  before  actual  military  war- 
fare started,  to  restrict  economic  preparedness  to  theoretical  emergency 
schemes. 

Preparedness  and  Planning 

From  the  outset,  the  problem  of  the  starting-time  of  war  economy  was 
closely  bound  up  with  the  problem  of  preparedness  planning,  that  is,  the 
question  of  how  much  economic  planning  was  necessary  to  make  pre- 
paredness efficient.  We  do  not  propose  here  to  deal  extensively  with  the 
problem  of  economic  planning  in  general.  However,  it  is  necessary  to 
distinguish  between  the  original  and  theoretical  conception  of  economic 
planning,  that  is,  the  co-ordinated  preparation  of  measures  intended  to 
increase  the  standard  of  living,  and  the  recent  and  current  systems  of 
planning,  aimed  at  the  greatest  possible  efficiency  for  warlike  destruc- 
tion. 

Until  recently,  prevailing  Anglo-American  opinion  flatly  rejected 
both  economic  planning  and  economic  preparation  for  war  in  peace- 
time. Although  the  uncompromising  resistance  to  state  intervention 
in  economic  affairs  was  shaken  by  the  events  of  193 1  and  the  following 
years,  majority  opinion  both  in  Great  Britain  and  in  the  United  States 
accepted  only  a  number  of  isolated  government  measures  directed  at 
setting  the  economy  (or  a  particular  industry)  afloat,  but  no  general 
central  planning.  On  the  other  hand,  planning  on  a  wide  scale  was  pro- 
vided for  as  a  war  emergency  blueprint.  Both  the  English  "shadow  in- 
dustries" scheme  and  the  United  States  Industrial  Mobilization  Plan  on 
the  whole  went  beyond  the  regulations  that  had  been  attempted  in  the 
Western  world  both  during  and  after  the  First  World  War. 

Even  long  before  the  outbreak  of  military  hostilities,  the  opposition 
of  private  business  and  other  strata  of  the  population  to  centralized  con- 
trol of  their  economic  life  was  much  weaker  when  they  were  faced  with 
a  possible  war  emergency  than  it  had  been  when  they  were  faced  with  a 
social  peacetime  emergency.  Many  would  accept  without  hesitation  an 
almost  dictatorial  state  control  over  the  economy  with  the  purpose  of 
defense  in  view,  but  would  refuse  even  to  consider  the  conception  of 
democratic  state  control  over  the  economy  in  the  pursuit  of  welfare 
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aims,  and  might  even  oppose  an  active  public  works  policy  in  peacetime. 
Perhaps  the  latter  policy  could  be  achieved  only  as  a  "by-product"  of 
military  economy.  "Popular  support  can  easily  be  aroused  in  almost  any 
country  for  large  military  expenditures,  thereby  providing  industrial 
employment  for  the  masses  in  periods  of  great  depression."  22  This  is 
exactly  what  happened  first  in  England  and  then  in  the  United  States, 
even  though  not  all  of  the  business  revival  was  necessarily  due  to  rearma- 
ment. If  the  argument,  still  being  debated,  that  economic  planning  as 
such  is  incompatible  with  democracy,  is  valid,  then  it  would  appear  to 
apply  to  planning  for  war  ends  much  more  than  to  peacetime  planning. 
For  a  military  economy,  as  we  have  seen,  after  quickly  reaching  an  op- 
timum point,  is  bound  to  lower  the  standard  of  living  and  at  the  same 
time  to  necessitate  wide  compulsory  organization  of  the  economy.  Eco- 
nomic pressure  of  this  intensity  is  unlikely  to  be  effective  unless  it  is 
based  on  concentrated  political  power  and  purposeful  propaganda  on 
the  home  front.  While  it  is  conceivable  that  planning  which  is  directed 
toward  a  steady  and  visible  increase  in  the  standard  of  living  might 
allow  of  criticism  and  ideological  competition,  such  freedom  of  thought 
and  expression  might  be  more  severely  menaced  in  the  case  of  prolonged 
planning  for  destruction. 

We  do  not  know  whether  the  Second  World  War  will  be  the  last  one, 
as  has  vainly  been  expected  from  other  wars  throughout  history.  If  it 
is  not,  then  military  economy  may  well  remain  a  long-range  economic 
policy,  if  not  a  new  economic  system.  It  need  not  necessarily  be,  as  the 
German  Colonel  Scherbening  has  said,  simply  "a  national  economy  seen 
from  the  viewpoint  of  efficiency  in  a  future  war,"  23  but  no  efficient  war- 
fare or  defense  can  henceforth  be  conceived  without  economic  prepara- 
tion over  a  considerable  period. 

On  the  other  hand,  the  normal  productive  capacity  of  any  industrial- 
ized country  offers  in  itself  latent  possibilities  for  a  tremendous  "war 
potential."  Its  transformation,  after  far-reaching  wartime  shifts,  into  a 
new  "peace  potential"  is  likely  to  result  in  a  social  structure  different 
from  that  which  existed  in  both  the  war  and  pre-war  periods.  However, 

22  Alvin  Hansen,  Full  Recovery  or  Stagnation  (New  York,  1938),  p.  260.  By  permission  of 
W.  W.  Norton  &  Co.,  publishers. 

23  Eberhard  Scherbening,  Wirtschajtsorganisation  im  Kriege  (Jena,  1938),  p.  8. 


CHANGING  CONCEPTS  OF  PEACE  AND  WAR  49 

the  rapid  development  of  industrial  techniques  as  such  increasingly  pro- 
vides new  technological  opportunities  for  aggressive  nations  or  regimes. 
There  is  simply  no  longer  any  clear  boundary  line  between  the  peace 
and  war  efficiencies  of  an  economy  and  a  society.  If  the  modern  world 
is  unable  to  eradicate  the  basic  causes  of  war,  whatever  they  may  be,  it 
is  unlikely  to  get  rid  of  the  military  economy. 

What  was  originally  deemed  to  be  extraordinary  interference  gradu- 
ally became  the  prevailing  state  of  affairs.  A  new,  state-fostered  process 
of  industrialization  developed  an  enormous  additional  capacity  for  pro- 
duction, although  only  a  fragment  of  it  was  employed,  or  employable, 
for  purposes  of  increasing  private  consumption.  During  the  'thirties,  this 
trend  toward  new  industrialization  became  a  characteristic  common  to 
Nazi  Germany  and  Soviet  Russia,  different  as  their  systems  of  economic 
preparedness  remained  in  other  respects.  In  fact  the  Soviet  economy,  in 
view  of  its  central  control,  needed  comparatively  little  specific  war 
organization,  although  the  state  of  preparedness  diverted  an  important 
share  of  the  national  production  from  private  consumption  to  arma- 
ments, as  in  other  countries. 

In  Italy,  industrialization  was  to  be  co-ordinated  by  the  corporate 
system,  which,  apart  from  its  ideological  purpose  of  "class  conciliation," 
was  in  the  'thirties  put  at  the  disposal  of  the  economic  war  organization. 
In  fact,  encouragement  of  new  industrialization,  and  its  control  by  the 
state,  survived  as  the  only  specific  function  of  the  corporations.  They 
became  to  a  greater  and  greater  extent  organs  of  military  economy  as 
industrialization  was  gradually  adjusted  to  the  ends  of  war  efficiency. 

Once  democracies  were  compelled  to  wage  war,  rigorous  economic 
and  social  control  became  inevitable,  unpleasant  as  this  necessity  was 
considered  to  be  from  various  points  of  view.  Even  so  confirmed  an  in- 
dividualist as  Herbert  Hoover  considers  this  axiomatic.  Nevertheless, 
the  democracies  still  retained  a  certain  freedom  of  choice  concerning 
what  shape  the  system  of  control  was  to  take.  However,  this  choice  be- 
came more  and  more  limited  for  the  free  nations  once  freedom  had  been 
allowed  to  disappear  in  several  important  countries. 

In  Germany,  a  significant,  though  purely  theoretical  discussion  took 
place  during  the  'thirties  as  to  whether  the  economic  or  the  military 
specialists  should  be  in  charge  of  military  economy.  The  usual  answer 
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was  that  in  either  case  a  superior  "common  will"  had  to  co-ordinate  the 
activities.  This  differed  somewhat  from  the  opinion  of  Bertrand  Russell, 
who  wrote,  "If  I  were  conducting  a  war,  I  should  insist  that  all  the  gen- 
erals must  be  business  men  and  all  the  admirals  civil  engineers;  I  should 
confine  professional  soldiers  and  sailors  entirely  to  the  lower  ranks."  24 
Incidentally,  this  was  in  line  with  Clemenceau's  famous  saying,  "La 
guerre  est  une  chose  trop  serieuse  pour  quon  la  laisse  dinger  par  les 
militaires"  ("War  is  too  serious  a  thing  to  be  conducted  by  the  military 
men"),  which  in  this  period  of  military  economy  assumed  a  new  mean- 
ing. 

From  Partial  to  Total  Warfare 

To  summarize,  modern  war  has  little  in  common  with  the  military 
conflicts  in  previous  periods,  including  the  Nineteenth  Century  and  most 
of  the  First  World  War,  except  the  name. 

While  warfare  among  primitive  peoples  involved  the  participation  of 
all  their  members  and  the  use  of  their  entire  resources,  tiny  as  they  were, 
later  phases  of  social  development  confined  war  activities  to  compara- 
tively small  bodies  of  combatants  and  narrow  sections  of  the  national  pro- 
duction. Although  prolonged  wars  or  major  defeats  occasionally  resulted 
in  such  temporary  effects  as  heavy  taxation  or  disrupted  transport  sys- 
tems, life  outside  the  immediate  theatre  of  war  was,  as  a  rule,  little  af- 
fected. 

With  the  development  of  an  industrialized  society,  however,  the  trend 
toward  extending  the  scope  of  military  action  has  led  to  the  increasing 
utilization  of  the  tremendous  scientific  possibilities  of  the  modern 
world  for  systematic  destruction.  The  First  World  War,  which  had 
started  in  1914  as  a  "partial"  war  of  the  old  type,  ended  with  all  bel- 
ligerent countries  feverishly  attempting  to  make  it  a  "total"  war. 

September  1939  marked  a  transition  from  one  phase  of  war  to  an- 
other rather  than  from  peace  to  war.  For  many  years,  "peace"  had  been 
only  a  camouflage  for  a  permanent  state  of  war,  with  alliances,  methods 
and  intensity  of  aggression,  and  resistance  of  the  attacked  varying  widely. 
In  certain  cases  economic  warfare  preceded  by  several  years  the  military 
conflicts.  Blackouts  and  mass  evacuation  of  civilians  upset  the  whole 

24  "Science  and  Social  Institutions,"  Dare  We  Loo\  Ahead?   (London,  1938),  p.  14. 


CHANGING  CONCEPTS  OF  PEACE  AND  WAR  5 1 

mode  of  life  even  in  the  period  of  peacetime  tests  or  precautionary  meas- 
ures, and  this  tendency  was  greatly  increased  after  the  outbreak  of  mili- 
tary hostilities.  In  the  first  few  months  of  the  war  the  number  of  acci- 
dent victims  during  the  blackout  in  England  far  exceeded  the  casualties 
from  war  activities.  At  the  same  time  the  traditions  of  thousands  of 
evacuated  children  from  the  London  or  Glasgow  slums  collided  with 
the  ways  of  living  of  the  rural  classes.  Even  far  from  the  actual  combat 
areas  the  civilian  or  noncombatant  ceased  to  exist.  Each  individual  be- 
came subject  to  all-embracing  regulations  of  the  central  government, 
whose  war  preparations  tended  more  and  more  to  upset  the  competitive 
institutions  and  long-standing  conceptions  of  private  ownership. 

Whoever  today  conceives  of  war  as  a  series  of  military  operations 
based  primarily  upon  theoretical  blueprints  made  in  peacetime,  lags  far 
behind  reality.  Modern  war,  especially  if  it  coincides  with  totalitarian- 
ism, is  no  longer  necessarily,  nor  even  primarily,  a  collision  of  limited 
military  bodies.  It  is  rather  a  contest  between  the  capacities  of  the  op- 
posing sides  for  achieving  a  long-term  total  mobilization  of  their  human 
and  material  resources  of  mechanized  destruction,  which  may  only  too 
easily  displace  individual  gallantry  or  skill.  A  modern  nation  desirous  of 
conquering  an  enemy,  and  of  preventing  any  prompt  vengeance  on  his 
part,  may  set  out  to  fight  not  only  his  armed  forces  but  also  his  industrial 
resources,  and  may  perhaps  endeavor  to  break  permanently  the  whole 
morale  of  his  population.  This  is  exactly  what  Hitler  tried  to  achieve 
in  Poland,  for  instance,  after  his  victory  over  that  country.  In  other 
words,  "total"  victory,  under  modern  conditions,  may  easily  mean  the 
physical  extermination  of  substantial  sectors  of  the  enemy's  population, 
and  the  destruction  or  seizure  of  all  his  essential  industrial  resources. 
If  the  logic  of  action  and  of  counter-action  pushes  each  belligerent 
toward  such  a  policy,  the  actual  result  may  be  indiscriminate  and  unre- 
stricted mutual  destruction. 

Given  the  present  status  of  social  and  technological  development,  a 
peace  must  entail  more  than  a  mere  cessation  of  military  operations, 
more  even  than  mere  destruction  of  all  existing  stocks  of  arms  by  all 
nations,  desirable  as  this  would  certainly  be.  A  durable  peace  between 
the  industrialized  nations  of  our  time  can  be  based  only  on  a  universal 
understanding  of  the  terrible  implications  of  modern  warfare,  on  a  total 
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international  victory  of  a  philosophy  of  peace.  In  a  world  of  unprece- 
dented scientific  possibilities,  either  for  destruction  or  for  reconstruc- 
tion, the  basic  conditions  for  peace  must  be  a  real  determination  of  all 
the  great  nations  of  the  world  to  direct  their  economic  policies  of  the 
future  toward  obtaining  a  steady  increase  in  the  standard  of  living  rather 
than  preparation  for  war,  and  toward  achieving  the  abandonment  of 
outmoded  notions  of  sovereignty  and  political  domination. 

In  an  age  of  inevitable  interdependence  among  all  the  industrialized 
nations,  the  concept  of  occupation  and  exploitation  of  new  territories 
promises  success  only  if  it  involves  the  virtual  looting  of  their  resources 
and  the  actual  enslavement  of  their  populations,  as  has  been  attempted 
in  Poland.  However,  if  the  relationship  between  nations  is  to  be  based 
on  periodical,  efficient,  and  ever-increasing  reproduction  of  goods — 
which  alone  has  made  the  whole  progress  of  civilization  possible — it 
will  presuppose  the  complete  abolition  of  such  methods.  If  war  in  our 
time  tends  to  be  total  war,  then  the  only  alternative  is  total  peace. 

The  concept  of  "war  potential,"  which  came  to  the  fore  during  the 
Disarmament  Conference,  was  responsible  for  certain  illusions,  and 
dangerous  ones.  In  the  democratic  countries  of  Western  Europe,  the 
complacency  resulting  from  a  reliance  upon  latent  resources  proved 
calamitous.  The  only  sensible  meaning  of  a  war  potential  refers  to  those 
essential  factors  of  modern  warfare  that  can  be  mobilized  at  the  same 
pace  as  that  at  which  an  emergency  may  arise.  The  French  general, 
Debeney,  defined  the  "economic  war  potential"  as  "the  normal  indus- 
trial power  of  a  country."  This  has  since  proved  to  be  a  tragic  miscon- 
ception insofar  as  it  led  us  to  believe  that  an  industrialized  country  re- 
quired no  particular  adjustment  for  defense. 

Originally  the  concept  of  war  potential  was  opposed  to  that  of  peace 
effectives,  and  mobilization  was  conceived  of  as  a  period  of  transition 
from  the  latter  to  the  former.  The  old  idea  of  M-day,  involving  sudden 
and  magical  changes  in  national  life  upon  the  formal  declaration  of  war, 
unfortunately  survived  not  only  decades  of  rapid  change  in  social  in- 
stitutions and  military  technique,  but  also  even  the  destruction  of  a  con- 
siderable number  of  nations  through  the  new  methods  of  total  warfare. 
Actually  the  military  element  in  the  concept  of  war  potential  has  been 
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reduced  to  a  considerable  extent  by  the  introduction  of  such  elements 
as  social  stratification,  communications,  finance,  and  even  government 
and  national  character.  Capacity  for  production  and  reserves  of  trained 
specialists  have  become  even  more  important.  Hence  the  total  industrial 
capacity  of  a  country  is  a  part  of  the  war  potential  in  a  wider  sense.  War 
potential  is  no  longer  a  technical  but  a  social  concept. 

This  change  is  one  reason  for  the  futility  of  the  long  dispute  at  Geneva 
on  qualitative  disarmament.  Disarmament  is  no  longer  a  problem  of 
purely  technical  agreement;  it  is  a  problem  of  social  and  governmental 
systems  and  philosophies.  Hence,  the  question  whether  armaments  are 
bound  to  lead  to  war  was  put  in  the  wrong  way.  Armaments  and  war 
were  no  longer  two  different  things  but  two  phases  of  one  and  the  same 
development. 

The  gradual  shifting  of  the  whole  economic  and  social  structure  of 
modern  nations  toward  war  efficiency  in  a  long  period  of  "peacetime" 
has  necessitated  important  changes  in  concepts  of  war  and  peace  which 
have  prevailed  for  centuries.  At  the  very  least,  the  new  meaning  of  the 
period  that  has  this  time  preceded  military  warfare  must  be  grasped.  For 
a  number  of  years  several  powers  had  been  waging  war  against  other  na- 
tions while  the  latter  went  on  "waging  peace."  This  lack  of  serious  re- 
sistance, with  a  number  of  honorable  exceptions,  especially  among  the 
smaller  countries,  for  a  time  made  direct  employment  of  military  force 
on  the  part  of  the  aggressor  powers  unnecessary  and  pointless. 

Wide  sections  of  the  ruling  circles  in  the  non-aggressor  countries 
tolerated  this  unilateral  warfare  because  of  a  tacit  sympathy  with  the 
regimes  in  the  aggressor  nations  or  a  fear  of  the  possible  social  conse- 
quences of  their  collapse,  and  also  because  they  lacked  the  spiritual  and 
material  preparation  for  a  military  conflict.  For  years,  the  mere  fact  that 
the  aggressor  powers  were  increasingly  preparing  for  war,  in  the  broad- 
est sense,  was  sufficient  to  crush  the  will  to  resist  in  the  other  powers, 
although  Italy  was  less  lucky  in  this  respect  than  Germany.  Preparedness 
as  such,  economic  just  as  much  as  military,  made  blackmail  successful 
without  its  being  necessary  to  resort  to  rude  physical  force. 

Finally,  when  the  totalitarian  aggressors'  preparation  for  war  became 
more  elaborate  and  almost  all-embracing,  and  their  national  economic 
policies  shifted  toward  war  objectives  on  a  permanent  basis,  this  state 
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of  unilateral  war  became  obsolete.  The  questions  of  how  large  a  role 
was  played  by  bluff  in  recent  world  politics,  and  why  the  foreign  policy 
of  the  democratic  powers  was  unable  to  prevent  eventual  military  war- 
fare, will  not  be  dealt  with  here.  The  fact  is  that  even  the  democratic 
powers  were  forced  finally  to  adjust  themselves  to  the  preparedness  of 
others,  and  this  meant  a  shift  from  unilateral  quasi-war  to  bilateral  mili- 
tary warfare. 

In  final  result,  industrialized  society  reached  the  phase  in  which  its 
member  states  devoted  their  tremendous  economic  resources  to  fighting 
each  other.  Great  nations,  as  often  before,  resorted  to  transference  of 
power  in  a  critical  situation  to  the  warriors.  This  led  the  democracies 
eventually  to  recognize  the  seriousness  of  the  social  crisis,  even  at  the 
cost  of  abandoning  artificial  cheerfulness.  "Perhaps  in  1966  we  shall  be 
looking  back  sorrowfully  to  the  year  1936,  knowing  that  in  that  year  the 
second  Thirty  Years'  War  commenced,"  wrote  a  thoughtful  observer.25 

We  must  not,  however,  be  so  one-sided  as  to  regard  war  objectives  as 
the  only  factors  underlying  the  recent  remarkable  changes  in  economic 
and  social  institutions.  As  a  matter  of  fact,  the  rise  of  military  economy 
indicated  in  itself  that  something  must  have  gone  wrong  in  our  society. 
Many  of  the  features  of  this  economic  policy  were  but  a  reinforcement 
of  tendencies  that  had  prevailed  in  the  "normal"  economy  for  a  num- 
ber of  years,  such  as  centralization  of  economic  control.26 

The  Scope  of  Modern  Preparedness 

The  concept  of  mobilization  which  referred  not  to  mere  administrative 
adjustments  but  to  a  fundamental  change  in  social  life  immediately  upon 
the  formal  declaration  of  war  was  applicable  to  traditional  warfare,  but 
not  to  the  total  war  of  the  modern  era.  As  long  as  one  or  several  nations 
devoted  their  entire  efficiency  to  fighting  other  nations,  the  latter  were 
unable  to  maintain  a  truly  peaceful  way  of  life,  and  their  actual  choice 
was  finally  not  between  peace  and  war  but  between  resistance  and  ca- 
pitulation. Under  such  conditions,  nations  had  either  to  wage  war  con- 
tinuously or  to  not  defend  themselves  at  all,  and  they  were  unable  to 

25  C.  F.  Friedrich,  Foreign  Policy  in  the  Maying  (New  York,  1938),  p.  239. 

26  See  Chapter  VI. 


CHANGING  CONCEPTS  OF  PEACE  AND  WAR  55 

defend  themselves  effectively  as  long  as  they  left  the  choice  of  strategy 
to  the  enemy. 

The  meanings  of  "defense"  and  "aggression"  had  both  changed.  A 
purely  defensive  strategy  against  totalitarian  enemies  was  doomed  long 
before  the  first  shot  was  fired — if  it  was  ever  fired.  In  any  case,  declara- 
tions of  war  and  M-days  had  lost  much  of  their  importance.  "Economic 
warfare,"  "bloodless  invasion,"  "preliminary  fighting,"  and  "propaganda 
shocks"  preceded  military  operations  and  frequently  made  them  un- 
necessary. Nations  which  adhered  to  the  purely  military  conception  of 
war  by  that  very  act  rendered  the  other  aggressive  methods  of  the  enemy 
the  more  effective. 

Lack  of  imagination  on  the  part  of  the  victims  proved  to  be  one  of 
Hitler's  most  powerful  "secret  weapons."  One  of  the  revealing  docu- 
ments in  this  respect  was  the  book  by  the  French  general,  Chauvineau, 
Une  Invasion  Est-Elle  Encore  Possible?  This  book  was  published  in 
1939  with  a  preface  by  Marshal  Petain  perhaps  even  more  illuminating 
than  the  book  itself.  The  two  authors  held  the  defense  to  be  absolutely 
superior  if  it  followed  the  front  continu  on  the  patterns  of  the  First 
World  War  and  was  supported  by  armored  and  mechanized  forces.  They 
did  not  take  factors  of  moral,  political,  and  economic  preparedness  suf- 
ficiently into  account.  Certain  politicians  in  the  United  States,  arguing 
against  what  they  called  "peacetime"  conscription,  showed  little  imag- 
ination. Hendrik  Willem  van  Loon,  the  writer,  showed  somewhat  more 
elasticity  of  mind  in  his  fictional  Invasion  (New  York,  1940). 

Much  of  the  controversy  about  the  danger  of  an  "invasion"  was  evi- 
dence of  a  poor  understanding  of  the  real  issue.  Many  people  did  no£ 
understand  that  invasion  was  just  the  last  step  of  Hitler's  warfare,  and 
often  not  the  decisive  one,  and  that  refined  methods  of  warfare  had 
sometimes  made  even  invasion  "peaceful,"  as  in  the  cases  of  Austria  or 
Czechoslovakia.  "In  every  campaign  undertaken  by  Hitler,  the  military 
operations  were  only  the  final  point  of  a  bloodless  war  of  propaganda, 
disintegration  and  corruption  which  had  already  been  continuing  for 
months,  sometimes  for  years." 27 

Hitler  himself  had  stated,  according  to  Rauschning,  "There  is  a  broad- 
ened strategy,  a  war  with  intellectual  weapons.  What  is  the  object  of  the 

27  Editorial,  London  'Economist,  September  14,  1940, 
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war?  To  make  the  enemy  capitulate.  If  he  does,  I  have  the  prospect  of 
wiping  him  out.  Why  should  I  demoralize  him  by  military  means  if  I 
can  do  so  better  and  more  cheaply  in  other  ways?  The  enemy  people 
must  be  demoralized  and  ready  to  capitulate,  driven  into  moral  passivity, 
before  military  action  can  even  be  thought  of.  How  to  achieve  the  moral 
breakdown  of  the  enemy  before  the  war  has  started — that  is  the  problem 
that  interests  me." 28 

The  real  problem  for  America  became  eventually,  not  whether  she  was 
to  go  to  war  or  not,  but  how  soon  she  was  to  recognize  that  war,  in  a 
broad  sense,  had  been  waged  against  her  ever  since  1933,  and  that  the 
only  choice  was  between  resistance  and  capitulation.  The  totalitarians 
made  this  choice  for  her  when  they  deemed  the  moment  opportune.  The 
showdown  necessarily  involved  not  only  the  military  future  of  this  coun- 
try, but  also  the  question  whether  the  whole  system  of  values  on  which 
Western  social  life  had  been  based  was  to  be  replaced  by  that  of  a  pseudo- 
revolutionary  nihilism.  Both  German  and  British  examples  had  illus- 
trated what  a  great  industrial  nation  was  able  to  achieve  within  a  few 
months,  if  only  by  mobilizing  her  idle  resources.  In  Germany,  it  was 
precisely  the  lack  of  financial  and  other  resources,  one  might  say  the  lack 
of  a  big  war  potential,  which  had  brought  about  new  and  efficient  tech- 
niques of  organization  for  war.  "Impoverished  nations,"  wrote  a  con- 
temporary author,  "virtually  cut  off  from  raw  materials  for  years  and 
desperately  exhausting  their  manpower  under  an  utterly  unbearable 
strain,  have  easily  outarmed  the  wealthiest  countries  of  Europe.  Are  eco- 
nomic power  and  financial  solidarity  no  longer  assets  for  defense?  Or 
are  they  not,  on  the  contrary,  liabilities  in  mobilizing  a  nation  for  the 
hardships  of  resistance  ?"  29 

28  Hermann  Rauschning,  The  Voice  of  Destruction  (New  York,  1940),  pp.  7  £f.  By  permission 
of  G.  P.  Putnam's  Sons,  publishers. 

29  William  S.  Schlamm,  This  Second  War  of  Independence  (New  York,  1940),  p.  21.  By  per- 
mission of  E.  P.  Dutton  &  Co.,  publishers. 


CHAPTER  III 

THE   IDEA   OF   MILITARY   SOCIETY   IN   GERMANY: 
HISTORICAL  ROOTS 

IN  recent  German  literature  on  war  problems,  one  author  has  been 
quoted  more  often  than  any  other,  and  never  unfavorably.  Another 
has  been  cited  rarely,  and  only  with  gross  insults.  Yet  the  modern 
German  war  machine  and  its  underlying  principles  owed  at  least  as 
much  to  the  latter  as  to  the  former.  The  first  of  these  authors  is  General 
Carl  von  Clausewitz,  the  second  Dr.  Walther  Rathenau.  Clausewitz  was 
a  contemporary  of  Napoleon;  Rathenau  lived  about  a  hundred  years 
later  and  accomplished  his  work  during  the  First  World  War. 

Clausewitz'  philosophy  1  was  based  on  his  own  experiences  during 
the  Napoleonic  wars  and  on  the  views  of  leading  Prussian  generals  in 
his  period,  such  as  Scharnhorst.  There  is  little  evidence  for  the  current 
German  claim  that  the  opinions  of  Clausewitz  (1780-1831)  were  in  line 
with  those  of  Frederick  the  Great  (1712-1786),  the  semi-liberal,  cynical 
Prussian  monarch  who  actually  preferred  the  French  language  and 
literature  to  German,  but  who  has  since  been  remodeled  into  a  hero  of 
German  nationalism.  Although  Frederick's  ruthlessness  and  cynicism 
in  international  affairs  could  hardly  be  surpassed,  there  is  little  reason 
to  believe  that  he  conceived  of  totalitarian  war  or  of  the  strategy  of  an- 
nihilation in  their  present-day  meaning.2 

General  Scharnhorst  re-established  the  Prussian  army  on  the  basis  of 
conscription  after  the  destruction  of  its  professional  system  by  Napoleon. 
He  is  credited  with  the  then  revolutionary  statements  that  "only  masses 
can  make  an  impression  and  lead  to  great  results,"  3  and  that  "the  army 
shall  be  the  combination  of  all  the  moral  and  physical  forces  of  the  na- 
tion." From  another  teacher  of  Clausewitz,  General  Gneisenau,  came 
the  first  suggestion  that  Germany  should  become  for  Europe  what  Prus- 
sia was  to  be  for  Germany,  a  nucleus  of  centralization.4 

1  Carl  von  Clausewitz,  Vom  Kriege  (Berlin,  1937).  English  edition:  On  War  (London,  1911). 

2  See  Ludwig  Renn,  Warfare,  The  Relation  of  War  to  Society  (New  York,  1939),  pp.  18,  25; 
James  T.  Shotwell,  What  Germany  Forgot  (New  York,  1940),  p.  67  f.;  Hans  Bauer,  Warum 
Krieg?  (Zurich,  1938),  p.  27. 

3  Quoted  by  Alfred  Vagts,  A  History  of  Militarism:  Romance  and  Realities  of  a  Profession 
(New  York,  1937),  p.  90.  By  permission  of  W.  W.  Norton  &  Co.,  publishers. 

4  See  F.  W.  Foerster,  Europa  und  die  deutsche  Frage  (Luzern,  1937),  p.  333.  English  edition: 
Europe  and  the  German  Question  (New  York,  1940),  p.  55. 
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Clausewitz  himself,  however,  repeatedly  emphasized  the  decisive  in- 
fluence of  Napoleon's  ideas  and  actions  upon  his  own  war  philosophy.  It 
was  after  having  fought  for  years  on  the  side  of  Bonaparte's  opponents, 
and  having  spent  some  time  in  France  as  a  prisoner  of  war,  that  Clause- 
witz wrote  his  famous  book,  On  War,  much  of  it  after  Napoleon's  death. 
He  occasionally  called  Napoleon  "the  god  of  war  himself,"  and  was 
deeply  impressed  by  the  latter 's  utilization  of  the  lev ee  en  masse  and  the 
new  industrial  equipment.  In  fact,  these  and  other  features  of  Napoleonic 
warfare  were  founded  on  the  liberation  of  the  peasants  and  industrial 
development  during  the  period  of  the  French  Revolution;  in  basing  his 
theories  on  them,  Clausewitz  was  far  ahead  of  the  social  structure  of  the 
Prussia  of  his  period.  This  explains  the  singular  fact  that  he  remained 
almost  unknown  during  his  lifetime  and  that  only  decades  after  his 
death  was  he  declared  a  hero  of  Prussianism. 

Perhaps  Clausewitz  was  little  more  than  Bonaparte's  uninvited  theo- 
retician. To  Bonaparte  are  attributed  such  sayings  as,  "Armies  do  not 
suffice  to  save  a  nation,  but  a  nation  defended  by  all  her  people  is  in- 
vincible," 5  and  "I  will  lead  you  into  the  most  fertile  plains  of  the  world. 
Rich  provinces,  great  towns  will  be  in  your  power;  you  will  find  there 
honor,  glory,  and  riches." 6  It  is  possible  that  present-day  Germany  actu- 
ally owes  more  to  Napoleon  than  to  Clausewitz,  but  the  problem  of 
sources  is  here  less  important  than  an  exposition  of  the  ideas  themselves. 

"War  is  an  act  of  force  and  there  are  no  limits  for  use  of  this  force," 
is  the  starting-point  of  Clausewitz'  war  philosophy.  Destruction  is  limited 
only  by  means  which  promise  to  be  more  efficient  than  physical  vio- 
lence. "The  aim  is  to  make  the  enemy  defenseless.  .  .  .  War  does  not 
arise  suddenly;  its  expansion  is  not  the  work  of  a  moment.  ...  Its  po- 
litical purpose  is  the  original  motive.  .  .  .  There  are  wars  of  all  degrees 
of  importance  and  energy." 

His  most  famous  sentence  we  have  already  noted,  "War  is  not  only  a 
political  act,  but  a  real  political  instrument,  a  continuation  of  political 
intercourse,  its  carrying  out  by  other  methods."  War  is  "a  real  chameleon, 
for  it  changes  its  nature  to  some  extent  in  each  concrete  case."  The  ob- 
jectives of  warfare  are  "the  armed  forces,  the  territory  and  the  will  of 

5  Quoted  in  Das  Buck  vom  Kriege,  ed.  Hans  F.  Helmolt  (Berlin  s.  a.)j  P-  29. 

6  Vagts,  op.  cit.,  p.  25.  Vagts  considers  this  as  evidence  of  the  mendacity  of  Bonaparte. 
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the  enemy";  and  victory  is  in  fact  "the  gradual  exhaustion  through  war- 
fare of  both  the  physical  forces  and  the  will  of  the  enemy."  On  the  other 
hand,  "In  war  everything  is  indefinite  and  calculations  have  to  be  based 
on  variables  only.  .  .  .  War  does  not  belong  to  the  field  of  arts  and  sci- 
ences, but  to  the  field  of  social  life.  It  is  a  conflict  of  great  interests,  solved 
in  a  bloody  manner,  and  in  this  respect  only  does  it  differ  from  other 
conflicts." 

Another  famous  section  of  Clausewitz'  book  dealt  with  the  moral 
factors  in  warfare.  "The  whole  of  warfare  presupposes  human  weakness 
and  is  directed  against  it."  While  "a  defensive  form  of  warfare  is  in  itself 
stronger  than  an  aggressive  one  ...  a  fast,  vigorous  transition  toward 
attack  is  the  most  brilliant  form  of  the  defensive."  He  advocated  con- 
scription and  said  that  "a  poor  class,  accustomed  to  straining  work,  usu- 
ally proves  to  be  warlike  and  vigorous."  His  idea  of  "absolute  warfare" 
was  clearly  a  forerunner  of  totalitarian  warfare,  and  he  demanded  a 
"subordination  of  military  viewpoints  to  political." 

Of  post-revolutionary  France,  he  wrote,  "Her  political  renaissance 
had  mobilized  other  methods  and  other  forces,  and  thereby  achieved 
an  energy  for  warfare  which  would  otherwise  have  been  inconceivable." 
On  the  other  hand,  he  predicted  for  Tsarist  Russia  that  "she  could  be 
defeated  only  by  her  own  weakness  and  by  effects  of  internal  dissension. 
To  hit  these  weak  spots  of  her  political  existence,  a  shock  going  right  to 
the  heart  of  the  government  would  be  necessary."  7 

Clausewitz'  views  on  warfare  are  quoted  with  approval  by  Hitler  in 
the  chapter  of  Mein  Kampf  dealing  with  "The  Consequences  of  Cow- 
ardly Submission."  8  In  fact,  there  is  hardly  any  German  advocate  of 
militarized  society  who  does  not  base  his  philosophy  on  Clausewitz' 
ideas  concerning  the  social  nature  of  war.  As  we  shall  see  later,  only 
Ludendorff  dared  to  dissent.  One  of  Clausewitz'  most  ardent  admirers, 
W.  M.  Schering,  says  that  he  was  above  all  a  philosopher,  although  one 
in  a  general's  uniform.  He  emphasizes  that  Clausewitz  was  perhaps  the 
first  modern  author  to  consider  the  general  social  implications  of  war, 
particularly  the  moral  factors.9  Although  Clausewitz  once  attended  lec- 

7  Clausewitz,  op.  cit.,  pp.  15,  18,  32,  99,  118,  257,  340,  447,  583,  588,  613. 

8  Adolf  Hitler,  Mein  Kampf  (63rd  edition:  Munich,  1933),  II,  759  ff. 

9  Walther  Malmsten  Schering,  Die  Kriegsphilosophie  von  Clausewitz.  Eine  Untersuchung 
ueber  ihren  systematischen  Aufbau  (Hamburg,  1935). 
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tures  by  Kiesewetter,  a  disciple  of  Kant,  even  Schering  doubts  whether 
philosophically  he  can  be  considered  a  Kantian.  Actually,  Clausewitz' 
general  philosophical  ideas  are  shallow  and  scarcely  worth  discussion. 

On  the  other  hand,  his  conception  of  war  as  a  normal  and  regular 
phase  of  human  relations  in  general,  and  of  politics  in  particular,  and 
his  principle  that  annihilation  of  the  enemy  is  the  real  purpose  of  war- 
fare (and  therefore  implicitly  of  politics!),  have  exerted  a  tremendous 
influence  in  Germany  during  the  last  fifty  or  sixty  years,  particularly 
since  the  early  'thirties  of  this  century. 

From  Clausewitz  to  Rathenau 

Between  Clausewitz  and  Rathenau  there  is  not  only  the  space  of  a 
century — and  what  a  century ! — and  not  only  a  fundamental  difference 
of  social  and  intellectual  background,  but  also  a  period  of  rapid  de- 
velopment of  nationalistic  and  militaristic  thinking  in  Germany,  as  in 
several  other  countries.  It  is  beyond  the  scope  of  this  study  to  deal  ex- 
tensively with  all  the  protagonists  of  this  development,  but  a  few  im- 
portant influences  may  be  mentioned. 

Some  of  Fichte's  ideas,  such  as  "Between  States  there  is  neither  law 
nor  right  save  the  law  of  the  strongest,"  10  probably  had  their  share  even 
in  Clausewitz'  war  philosophy.  The  same  is  true  of  Hegel's  political 
philosophy,  which  regarded  the  State,  the  Prussian  State,  as  an  objectiva- 
tion  of  the  World  Spirit. 

In  the  subsequent  decades,  two  men  were  outstanding  in  maintaining 
and  extending  the  concepts  of  militarized  government:  Heinrich  von 
Treitschke,  the  historian,  and  Prince  Otto  von  Bismarck,  the  statesman. 
Treitschke  declared  the  Prussian  military  system  to  be  the  embodiment 
of  national  character  and  virtues,  and  at  the  same  time  started  a  semi- 
conscious falsification  of  history  in  accordance  with  the  ideological  needs 
of  nationalistic  glorification.  This  has  remained  one  of  the  major  fea- 
tures of  German  nationalism  ever  since. 

Bismarck  helped  to  carry  out  as  statesman  the  principles  of  German 
expansionism  which  had  been  established  by  the  aforementioned  phi- 
losophers, although  later  protagonists  of  German  nationalism  in  the 
period  of  Hitlerism  were  to  differ  from  him  in  many  fundamental  traits 

10  Quoted  by  Aurel  Kolnai,  The  War  Against  the  West  (London,  1938),  p.  8. 
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of  character  and  ideology.  In  the  third  volume  of  his  Gedan\en  und 
Erinnerungen,  he  stated,  "Peaceful  civilian  public  welfare  is,  as  a  rule, 
not  so  attractive  or  inspiring  for  the  Christian  nations  of  Europe  as  a 
willingness  to  use  the  blood  and  fortune  of  their  subjects  for  victories 
on  the  battlefield."  And  in  his  Reichstag  speech  of  January  n,  1887,  ne 
said,  "If  we  Germans  are  to  wage  war  with  the  full  effect  of  our  national 
strength,  then  it  must  be  a  war  with  which  all  who  participate  or  en- 
dure sacrifices,  in  short  the  whole  nation,  must  be  in  sympathy.  It  must 
be  a  people's  war."  Similar  ideas  can  be  found  in  the  writings  of  Julius 
von  Hartmann  and  Colmar  von  der  Goltz,  two  German  generals  in 
Moltke's  period. 

Friedrich  Wilhelm  Foerster,  who  has  denounced  the  dangers  of 
"Prussianism"  ever  since  the  nineties,  believes  that  "it  was  in  fact  Bis- 
marck's thinking  in  terms  of  plain  violence  that  made  the  military  ele- 
ment the  first  in  rank  not  only  in  the  government  but  in  the  German 
soul."  "  Shotwell  says  that  not  only  did  Bismarck  win  but  he  "taught  the 
German  people  to  lose  confidence  in  themselves,  as  a  people  lacking  in 
political  capacity."  12  His  military  counterpart,  the  elder  Moltke,  is  char- 
acterized by  his  statement,  "The  army  is  the  most  outstanding  institu- 
tion in  every  country,  for  it  alone  makes  possible  the  existence  of  all 
civic  institutions."  Moltke  was  also  one  of  the  first  German  generals 
to  recognize  the  importance  of  the  supply  problem,  and  as  early  as  the 
'sixties  fostered  the  large-scale  construction  of  railroad  lines  according 
to  military  considerations. 

The  frequently  discussed  question  of  how  great  an  influence  such 
thinkers  as  Nietzsche  or  Richard  Wagner  have  had  on  the  subsequent 
rise  of  National  Socialism  need  not  detain  us  here.  This  influence  in 
both  cases,  and  quite  apart  from  the  fundamental  differences  between  the 
two  thinkers,  has  been  grossly  exaggerated;  in  the  works  of  each  can  be 
found  about  as  many  potential  arguments  against  National  Socialism  as 
for  it.13  The  theories  of  the  Englishman  Houston  Stewart  Chamberlain 

11  F.  W.  Foerster,  op.  cit.,  p.  67.  Also  English  edition,  p.  151. 

12  Shotwell,  op.  cit.,  p.  70.  See  also  Louis  L.  Snyder,  From  Bismarc\  to  Hitler:  The  Back- 
ground of  Modern  German  Nationalism   (Williamsport,  1935). 

13  For  the  controversy  on  Richard  Wagner,  see  articles  by  Peter  Viereck  and  Thomas  Mann, 
Common  Sense,  November  and  December,  1939.  Also  T.  W.  Adorno,  Fragmente  iiber  Wagner. 
Zeitschrijt  fur  Sozialforschung  (Paris,  1939).  For  Nietzsche,  see  Crane  Brinton,  "The  National 
Socialist's  Use  of  Nietzsche,"  Journal  of  the  History  of  Ideas,  April,  1940.  See  also  Otto  D.  Tolis- 
chus,  They  Wanted  War  (New  York,  1940). 
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were  probably  much  more  influential,  though  it  was  the  irrational  think- 
ing and  racial  doctrines  of  modern  German  nationalism  that  he  pre- 
pared rather  than  its  ideas  of  military  society. 

Among  the  militarists  themselves,  Graf  Schlieffen,  Moltke's  second 
successor  as  Chief  of  Staff,  elaborated  the  famous  Schlieffen  Plan,  in- 
volving an  invasion  of  Northern  France  through  Belgium.  He  did  not 
envisage  anything  like  a  mobilization  of  all  the  national  resources,  for 
he  was  pretty  certain  that  his  plan  would  render  any  long-run  war 
unnecessary.14  It  was  Hans  Delbrueck,  author  of  the  renowned  Ge- 
schichte  der  Kriegs\unst,  who  introduced  into  public  discussion  the 
concept  of  attrition  strategy  (involving  long-term  war  and  large-scale 
mobilization  of  national  resources)  in  juxtaposition  to  annihilation 
strategy,  and  in  so  doing  aroused  the  indignation  of  certain  purely  mili- 
tary strategists. 

Shortly  before  the  First  World  War,  General  Friedrich  von  Bernhardi 
stressed  the  comprehensive  and  permanent  nature  of  modern  warfare. 
"War  is  not  merely  a  necessary  element  in  the  life  of  nations,  but  an  in- 
dispensable factor  of  culture,  in  which  a  truly  civilized  nation  finds  the 
highest  expression  of  strength  and  vitality."  15  Bernhardi  was  also  one 
of  the  few  generals  who  foresaw  to  some  extent  the  decisive  importance 
of  economic  factors  in  coming  wars. 

Yet  the  First  World  War  found  Germany,  like  the  other  belligerents, 
largely  unprepared  from  the  point  of  view  of  war  economics.  The  man 
who  succeeded  in  building  up  a  German  war  economy  at  a  rapid  pace 
was  Walther  Rathenau.  We  can  outline  here  only  a  few  basic  ideas  of 
this  encyclopaedic  thinker  who  was  philosopher,  sociologist,  economist, 
statesman,  and  industrial  magnate.  It  was  his  tragedy  that  he  should  be 
called  upon  to  organize  a  war  economy  instead  of  the  new  peace  econ- 
omy which  he  had  worked  out,  and  then  should  die  from  bullets  fired 
by  the  same  nationalists  for  whose  economic  concepts  he  had  unwit- 
tingly paved  the  way. 

In  his  Reflexionen  (1907),  he  deals  prophetically  with  "romanticism 
of  race."  "It  is  going  to  glorify  the  pure  Nordic  blood  and  create  new 

14  Schlieffen,  Cannae  (Fort  Leavenworth,  Kansas,  1931). 

15  Friedrich  von  Bernhardi,  Deutschland  und  der  naechste  Krieg  (Berlin,  1912).  English 
edition:  On  War  of  Today  (New  York,  191 4). 
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concepts  of  virtue  and  vice.  The  tendency  toward  materialism  will  check 
this  romanticism  for  a  time.  Then  this  tendency  will  vanish,  because  the 
world  needs,  besides  the  blond  temperament,  the  dark  intellectuality, 
and  because  the  demoniacal  insists  upon  its  rights.  But  the  traces  of  this 
old  romanticism  will  never  disappear."  16 

His  skepticism  about  any  purely  material  progress  was  deeply  rooted, 
and  yet  most  of  the  studies  he  made  were  directed  toward  elaborating  a 
perfected  economic  machinery.  His  basic  idea  was  to  organize  national 
economy  on  a  permanent  basis  while  leaving  private  initiative  unim- 
paired. 

After  the  outbreak  of  the  First  World  War,  he  tried  to  convince  mili- 
tary leaders  that  raw  material  supplies  must  be  centralized  if  Germany 
was  to  win  a  prolonged  war.  For  a  time  he  was  ridiculed,  for  how  could 
a  businessman,  and  a  Jew,  teach  Prussian  generals  the  right  way  to  con- 
duct a  war  which  in  any  case  was  to  be  won  within  a  brief  period  ?  In 
the  second  year  of  the  war,  he  was  finally  given  charge  of  German  raw 
material  organization,  and  he  began  working  in  the  Prussian  War  De- 
partment with  a  staff  of  three,  including  typists.  After  two  years  of  war, 
his  office  was  by  far  the  biggest  division  of  the  entire  War  Department 
and  controlled  practically  the  entire  German  economy. 

While  he  was  engaged  on  this  work  and  after  the  end  of  the  war, 
Rathenau  wrote  a  number  of  books  and  articles  on  how  to  adjust  the 
social  and  economic  organization  of  the  First  World  War  period  to 
peace  conditions.  As  early  as  1915,  in  Germany's  Raw  Material  Supply, 
he  predicted  that  state-guided  private  ownership  would  be  the  basis  of 
the  new  peace  economy.  State  guidance  did,  in  fact,  remain,  but  the  peace- 
ful purpose  set  forth  by  Rathenau  was  subsequently  to  be  abandoned 
even  more  completely  than  in  First  World  War  days. 

Shortly  after  the  First  World  War,  he  elaborated  his  ideas  on  a  state- 
controlled  society  and  tried  to  give  them  a  philosophical  basis.  He  criti- 
cized the  ideas  of  the  French  Revolution  as  being  too  individualistic,  and 
at  the  same  time  regretted  that  Germany's  collectivistic  imperialism  had 
been  so  tardy  in  developing.  "Even  worse  than  our  imperialism  is  the 
fact  that  we  started  it  too  late."  Individualistic  capitalism  had,  in  his 

16  Walther  Rathenau,  Gesammelte  Schriften  (Berlin,  1918),  5  vols;  Zur  Kriti\  der  Zeit 
(Berlin,  1918);  Vom  \ommenden  Dingen  (Berlin,  1924). 
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opinion,  thus  far  lived  on  the  premature  exhaustion  of  resources  and  was 
being  replaced  by  "Prussian  capitalism"  (closely  related,  as  we  shall  see, 
to  Oswald  Spengler's  "Prussian  socialism").  He  objected  to  a  compulsory 
economy,  but  repeatedly  demanded  a  state-guided  economy  based,  it  is 
true,  on  cartels  and  monopolies,  but  retaining  private  initiative.  For  this 
purpose  war,  in  his  view,  was  a  "great  and  pitiless  teacher."  In  Die  neue 
Wirtschajt  (1919),  he  once  again  advocated  "an  increased  efficiency 
of  the  national  economy  according  to  new  principles  that  have  been 
clarified  and  explained  by  the  war  economy."  17 

In  Zur  Kriti\  der  Zeit  (1912),  Rathenau  had  dealt  with  the  mechani- 
zation of  our  society,  which  he  believed  would  survive  the  capitalist  in- 
stitutions and  eventually  be  applied  to  state-controlled  economy.  Here 
he  glorified  "the  State"  and  maintained  that  the  most  impressive  revo- 
lutionary statement  ever  spoken  by  a  king  was  that  voiced  by  Frederick 
the  Great  when  he  defined  the  ruler  as  a  servant  of  the  State.  At  the  same 
time  he  admired  the  racial  qualities  of  Prussian  officers  as  compared  with 
those  of  simple  soldiers.  He  rightly  pointed  out  that  the  comparatively 
young  bourgeois  society  of  Germany,  having  been  poor  through  at  least 
one  century,  had  been  unable  to  get  rid  of  its  inferiority  complexes  ever 
since.  "Modern  wars  in  the  life  of  nations,"  he  wrote,  "are  the  same  thing 
as  examinations  in  civil  life,  namely  proofs  of  fitness.  .  .  .  All  politics 
is  economic  politics,  or  war  preparedness."  Elsewhere  he  elaborated  on 
the  latter  idea:  "The  entire  state  of  preparedness  should,  as  far  as  pos- 
sible, exactly  represent  the  internal  power  complex.  The  numerical 
strength  of  armies  and  navies  is  to  be  related  to  the  population  in  the 
same  way  as  a  picture  to  the  reality.  So  must  the  means  of  fighting  be 
related  to  the  wealth  of  the  nation  and  its  technological  level,  or  its 
training  and  efficiency  be  related  to  its  civilization  and  ethics."  18 

Rathenau  wrote  of  the  decisive  role  of  "Weltanschauung,  faith,  and 
transcendent  ideas"  as  compared  with  material  purposes  in  Von  \om- 
menden  Dingen,  published  in  1917.  He  both  criticized  and  praised  the 
concepts  of  equality  and  freedom.  Although  he  had  a  profound  admira- 
tion for  certain  qualities  of  Prussianism,  he  maintained  that  Prussia  never 
learned  anything  except  by  blows.  "War,"  he  said,  "finally  destroys  the 

17  "Die  Neue  Wirtschaft,"  Gesammelte  Schriften,  I,  225. 

18  Zur  Kriti\  der  Zeit,  pp.  32,  70,  122  ff.,  200  £. 


MILITARY  SOCIETY  IN  GERMANY  65 

freedom  of  private  economy  and  prepares  future  forms  of  public  econ- 
omy by  emphasizing  that  the  economic  affairs  of  a  civilized  nation  are 
not  the  affairs  of  an  individual  but  the  affair  of  all.  .  .  .  Armament  con- 
sists of  any  conceivable  material  that  earth  produces.  .  .  .  The  problem 
of  armament  becomes  a  problem  of  labor  and  materials.  .  .  .  Although 
capital,  manpower  and  materials  are  not  and  do  not  become  collective 
property  as  recommended  by  socialist  programs,  they  are  entrusted  to 
protection  by  the  collectivity.  .  .  .  State  intervention  should  start  where 
free  competition,  owing  to  favorable  conditions,  has  not  induced  the  ex- 
penditure of  the  utmost  effort,  or  where  individual  strength  is  not  suf- 
ficient to  bring  about  economic  changes,  or  where  the  temporary  interest 
of  the  individual  is  opposed  to  the  permanent  interest  of  the  collec- 
tivity." 19 

Rathenau's  original  idea  of  the  highest  social  efficiency  clearly  implied 
an  organization  of  society  on  the  model  of  peaceful  state-capitalism.  Yet 
whatever  the  theoretical  aspects  of  this  idea  may  have  been,  the  only 
way  in  which  it  actually  worked  out  in  Germany,  both  under  Rathe- 
nau's leadership  and  later,  was  in  the  form  of  a  war  economy  and  mili- 
tarized society.  Shotwell  wrote  of  him  as  follows:  "Instead  of  troops  on 
the  march  and  the  clash  of  armies  in  the  field  he  had  a  vision  of  tall 
chimneys  pouring  out  smoke  and  of  flaring  furnaces  lighting  the  sky 
all  the  way  from  Berlin  to  the  Rhine.  This,  as  he  saw  it,  was  the  vital 
element  in  modern  war.  But  mobilized  industry  meant  mobilization  of 
sources  of  supply  as  well,  for  the  whole  structure  of  national  defense  un- 
der the  conditions  of  modern  science  rests  on  raw  materials." 20 

Rathenau  was  perhaps  the  greatest  protagonist  of  neo-mercantilism, 
of  which  the  relationship  to  the  mercantilism  of  the  Seventeenth  and 
Eighteenth  Centuries  has  recently  been  elaborated  in  an  extremely  in- 
teresting study  by  the  French  economist  Marchand.21  The  present  Ger- 
man supporters  of  a  militarized  society  do  not,  of  course,  recognize  their 
intellectual  debt  either  to  the  old  mercantilists  or  to  Rathenau,  whom 
Alfred  Rosenberg  treats  contemptuously,22  and  whose  name  most  of 

19  Pp.  220,  277  ff. 

20  Op.  cit.,  p.  20  f. 

21  Jacques  Marchand,  La  Renaissance  du  Mercantilisme  a  L'Epoque  Contemporaine  (Paris, 
1937). 

22  Der  Mythus  des  20.  Jahrhunderts  (Muenchen,  1932),  p.  66x, 
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the  other  Nazi  authors  completely  ignore.  They  treat  with  somewhat 
more  favor  a  number  of  social  scientists  who  had  joined  the  ranks  of 
the  militarists  after  1914,  such  as  Werner  Sombart,  Max  Scheler,  and 
Karl  Lamprecht.         , 

From  "The  Decline  of  the  West"  to  Wehrwirtschaft 

Although  "Aryan"  and  nationalist,  Oswald  Spengler  has  not  met  with 
much  more  gratitude  in  the  Third  Reich  than  Rathenau.  Yet  Spengler's 
political  philosophy  has  been  essential  to  the  whole  idea  of  militarized 
society.  This  perhaps  does  not  apply  so  much  to  his  greatest  work,  The 
Decline  of  the  West  (although  his  forecast  of  an  "era  of  world  wars"  is 
quite  in  line),  as  to  his  pamphlet  on  Preussentum  und  Sozialismus,23 
in  itself  an  incidental  study  of  the  "decline"  philosophy.  In  it  he  says 
that  history  knows  no  race  whose  development  could  have  been  more 
tragic  than  that  of  the  Germans,  for  they  always  had  to  fight  one  an- 
other. 

Bonaparte,  according  to  Spengler,  felt  that  the  destruction  of  the  realm 
created  by  Frederick  the  Great  was  his  chief  task,  and  an  insoluble  one. 
This  notion  is  typical  of  the  persecution  mania  that  has  always  been 
one  of  the  basic  roots  of  German  nationalism.  Frederick's  State,  Spengler 
says,  "is  a  masterpiece  of  State,  our  most  genuine  and  personal  creation, 
so  personal  that  no  other  race  could  ever  understand  or  imitate  it.  .  .  . 
It  is  basic  to  the  German,  or  rather  Prussian  instinct  that  the  power 
should  belong  to  the  community  and  the  individual  should  be  its  servant. 
The  community  is  the  sovereign  .  .  .  everyone  obtains  his  place.  Com- 
mand and  obedience  rule." 

Spengler  identifies  "genuine"  socialism  with  Prussianism.  "Fatherland 
and  revolution  were  identical  in  1792,  but  a  contradiction  in  1919."  His 
ideal  is  "the  old  Faust-like  bid  for  power,  for  an  endless  march,  in  the 
dreadful  will  to  achieve  world  rule  absolute  in  its  military,  economic, 
and  intellectual  aspects."  He  bluntly  identifies  socialism  with  a  bid  for 
world  rule  as  represented  historically  by  Spain,  England,  and  Prussia, 
against  the  "anarchic"  nations  of  Italy  and  France.  "Everybody  shall 
either  bow  to  our  political,  social  and  economic  ideals  or  perish.  .  .  . 

World  history  is  a  history  of  states;  the  history  of  states  is  a  history  of 

jug 

23  (Muenchen,  1920).  See  also  Today  and  Destiny  (New  York,  1940). 
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wars."  Ideas  are  to  be  fought  for  to  the  end  "by  arms,  not  by  words." 
"War  is  the  eternal  form  of  the  highest  existence  of  mankind,  and  states 
exist  for  the  purpose  of  war;  they  express  preparedness  for  war.  .  .  .  The 
genuine  International  is  that  of  the  imperialists,  of  the  rulers  over  the 
Faust-like  civilization,  hence  over  the  whole  earth,  to  be  exerted  by  one 
single  forming  principle,  and  not  through  compromise  and  concessions 
but  through  conquest  and  destruction."  24  Could  one  give  a  more  up- 
to-date  formula  for  recent  Nazi  policies  ? 

Spengler's  genius  foresaw  decades  in  advance  what  was  to  become 
Germany's  guiding  principle.  The  same  post-war  years  which  induced 
Rathenau  to  apply  his  war-born  state  capitalism  to  what  he  considered  a 
new  peace  period,  brought  about  Spengler's  philosophy  of  international 
"hold-up"  politics.  However,  it  was  a  third  German  who  completed  the 
philosophy  of  total  war  as  a  permanent  purpose  of  national  life.  This 
was  Erich  Ludendorff . 

Despite  the  fact  that  General  LudendorfT  himself  had  been  responsi- 
ble more  than  anyone  else  for  German  strategy  in  the  last  phase  of  the 
First  World  War,  he  sharply  criticized  the  war  conduct  of  his  country 
immediately  after.  One  of  his  main  arguments  was  that  the  imperial  re- 
gime had  failed  to  mobilize  the  total  moral  and  physical  resources  of  the 
nation.  In  1922,  he  wrote  that  the  old  regime  had  stuck  to  Clause witz' 
conception  of  war  as  an  instrument  of  politics  instead  of  subordinating 
politics  to  war  purposes.25  "War  is  foreign  policy  by  other  methods,"  he 
wrote,  "but  the  entire  policy  has  to  serve  the  war.  In  the  life  of  nations 
power  means  right,  and  your  own  nation  is  the  supreme  concept." 

Ludendorff  helped  build  up  National  Socialism  in  its  early  phase,  but 
when  the  National  Socialists  eventually  came  to  power,  he  remained  in 
the  background  and  in  the  last  few  years  of  his  life  was  not  always  on 
good  terms  with  Hitler.  However,  his  book  on  the  total  war  exerted  a 
tremendous  influence  on  the  younger  German  military  generation,  de- 
spite his  renewed  attack  upon  Clausewitz.26  In  fact,  his  ideas  were  simply 
new  formulas  for  the  same  way  of  thinking,  and  the  totalitarian  Fuehrer- 
regime  rendered  the  whole  question  of  the  priority  of  warfare  or  politics 
a  secondary  one,  even  from  the  Nazi  point  of  view. 

24Spengler,  op.  cit.,  pp.  7,  15,  23,  24,  52,  84. 

25  Erich  Ludendorff,  Kriegfuehrung  und  Politi\  (Berlin,  1922). 

26  Der  totde  Krieg  (Muenchen,  1936).  English  edition:  The  Nation  at  War  (London,  1936). 
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In  Der  totale  Krieg,  Ludendorff  emphasizes  the  connection  of  Clause- 
witz' whole  concept  of  war  and  politics  with  the  French  Revolution.  He 
points  out  that  "total  war  is  not  merely  a  matter  of  armed  forces  but 
touches  immediately  upon  both  the  life  and  soul  of  each  member  of  a 
belligerent  nation."  Since  Clausewitz,  he  says,  the  relationship  between 
war  and  politics  has  changed,  be  it  due  only  to  the  ever-growing  im- 
portance of  the  moral  strength  of  a  nation.  The  entire  political  life 
should  be  directed  toward  the  greatest  possible  efficiency  of  the  nation 
in  a  total  war,  and  the  standard  of  living  of  the  people  should  be  ad- 
justed in  peacetime  to  future  war  needs,  while  the  statesmen  must  watch 
carefully  the  needs  and  aspirations  of  their  people  in  the  psychological 
field.  "The  spirit  creates  the  victory.  .  .  .  The  total  war  requires  a  de- 
cisive and  therefore  inexorable  war  action  on  the  part  of  the  leader.  .  .  . 
The  attack  remains  the  absolutely  decisive  form  of  fighting.  ...  It  is 
utterly  erroneous  to  believe  that  a  war  must  necessarily  be  started  by  a 
declaration  of  war."  2T 

After  what  has  happened  subsequently  to  most  of  Germany's  neigh- 
bors, LudendorfTs  views  may  sound  almost  old-fashioned,  or  at  least 
self-evident.  Yet  a  number  of  years  ago  they  were  revolutionary,  even 
for  Nazi  Germany,  although  they  were  definitely  in  line  with  the  previ- 
ous development  of  German  nationalist  thought.  In  this  connection 
Wickham  Steed  has  written  the  following: 

From  Clausewitz,  the  classical  writer  "On  War,"  to  Ludendorff,  whose 
book  Total  War  once  more  extolled  war  as  the  supreme  object  of  a  nation's 
existence,  the  course  of  German  military  thought  runs  parallel  with  German 
political  philosophy.  Though  Clausewitz  defined  war  as  the  "handmaid  of 
policy,"  he  also  said  that  in  the  service  of  a  splendid  policy  war  might  be- 
come almost  an  end  in  itself.  Ludendorff  chides  him  for  ever  thinking  of  war 
as  merely  the  handmaid  of  policy  instead  of  declaring  it  to  be  the  highest 
form  of  national  activity,  in  preparation  for  which  all  energies  of  heart  and 
mind  and  body  must  be  enlisted,  the  whole  enterprise  being  guided  and  in- 
spired by  German  knowledge  of  a  German  God. 

However  fantastic  LudendorfTs  military  religiosity  may  seem,  it  is  a  con- 
sistent development  of  the  line  which  German  metaphysical  thought  has  fol- 
lowed, and  has  clothed  with  political  aspirations,  since  the  end  of  the 

27  Ibid.,  pp.  io,  75,  87. 
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eighteenth,  throughout  the  nineteenth  and  during  the  first  few  decades  of 
the  twentieth  centuries.28 

We  are  not  here  concerned  with  the  problem  of  "Prussianism"  as 
such,  which  is  only  partly  coincident  with  the  concept  of  militarized  so- 
ciety. Such  writers  as  F.  W.  Foerster  have  for  decades  claimed  that  Prus- 
sian militarism  has  gradually  infected  the  whole  German  race.  Even 
earlier,  Mirabeau  had  said  that  the  national  industry  of  Prussia  was  war. 
Prussianism  used  to  mean  primarily  a  blind  belief  in  the  superior  forces 
of  "the  State,"  a  belief  which  has  been  connected  with  militarism  his- 
torically rather  than  logically.  Moreover,  it  has  often  been  shown  that 
the  protagonists  of  so-called  Prussianism  have  in  many  instances  not  been 
Prussians  at  all.  Examples  are  Generals  Scharnhorst,  Gneisenau,  and 
Helmuth  von  Moltke. 

Very  similar  concepts  have  arisen  in  other  countries  where  the  strong 
social  influence  of  feudal  classes  coincided  with  a  centralized,  state- 
guided  industrialization,  as  in  Japan.  Even  in  France,  Great  Britain  and 
the  United  States,  especially  between  about  1880  and  1918,  militaristic 
philosophies  were  brought  forward  by  a  number  of  writers  and  poli- 
ticians.29 As  for  Italy,  Mussolini  once  proudly  said,  "We  are  the  Roman 
Prussians!"  The  actual  establishment  of  a  militarized  society  has  his- 
torically been  closely  connected  with  the  progress  of  Fascism,  both  in 
Germany  and  elsewhere. 

It  seems  paradoxical  to  read  on  the  other  hand  that  Emil  Franzel,  a 
Sudeten  German  writer  who,  after  various  intellectual  adventures,  came 
finally  to  embrace  romanticism  and  nationalism,  claims  that  the  Prus- 
sian Militaerstaat  is  essentially  un-German  and  that  Germany  has  been 
historically  "prussianized"  against  her  will.  Historical  analogies  are 
often  misused  in  order  to  explain  an  actually  unprecedented  present.  It 
is  said,  for  example,  that  "Hitler  continues  the  policy  of  the  Kaiser." 30 
Edgar  Ansel  Mowrer  goes  back  as  far  as  1226  a.  d.  to  claim  that  Prussia 
has  always  been  "the  prototype  of  a  military  autocracy,"  and  that  "Prus- 

28  Preface  to  Aurel  Kolnai,  The  War  Against  the  West  (London,  1938),  p.  9. 

29  See  Albert  T.  Lauterbach,  "Militarism  and  Politics,"  The  Development  of  Political  Theory, 
ed.  Joseph  S.  Roucek,  chap,  xxviii  (forthcoming). 

30  Franz  Borkenau,  The  New  German  Empire  (New  York,  1939),  p.  4. 
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sianism  is  blind  submission"  or  "organized  arrogance  and  servility."  31 
These  theories  overlook  the  fact  that  there  have  been  many  courageous, 
if  unsuccessful,  attempts  in  Germany,  including  Prussia,  to  replace  mili- 
taristic thinking  with  a  philosophy  of  freedom  and  peace. 

We  cannot  here  go  into  the  question  of  how  far  the  recent  German 
concept  of  militarized  society  is  Prussian  or  un-Prussian,  or  how  im- 
portant has  been  the  share  of  the  international  trend  toward  Fascist 
systems  in  developing  that  concept.  In  all  probability  the  idea  that  Ger- 
many's historical  mission  is  to  be  an  authoritarian  teacher  and,  therefore, 
ruler  of  the  world,  and  the  typical  German  distrust  of,  and  often  con- 
tempt toward,  all  other  races,  have  in  themselves  been  only  a  counterpart 
of  national  inferiority  complexes.  (Note  the  characteristic  German 
proverb:  Many  foes,  much  honor!)  Undoubtedly  these  ideas  have  in 
the  last  few  decades  worked  out  in  a  fashion  more  disastrous  than  ever 
before.  In  this  connection  F.  W.  Foerster  has  written,  "There  is  a  kind 
of  politics  that  is  merely  an  expression  of  and  a  means  for  disruption, 
and  represents  either  open  or  hidden  warfare  of  all  against  all." 

Military  Society — the  Totalitarian  Model 

The  application  of  these  century-old  ideas  to  more  recent  develop- 
ments by  contemporary  German  writers  is  worthy  of  analysis.  Although 
all  these  writers,  and  in  fact  National  Socialism  itself,  were  bitterly  op- 
posed to  "materialism,"  their  concept  of  military  society  in  our  time  was 
based  primarily  on  the  economic  implications  of  modern  warfare.  From 
this  starting-point  they  analyzed  with  German  thoroughness  the  social, 
political,  and  cultural  implications  of  such  a  "war  economy  in  peace 
and  wartime,"  and  most  of  them  arrived  years  ago  at  the  conclusion 
that  only  a  totalitarian  organization  of  society  was  able  to  cope  with  the 
needs  of  modern  warfare,  or,  in  other  words,  that  National  Socialism 
was  the  up-to-date  form  of  German  military  society. 

General  Thomas,  one  of  the  builders  of  the  German  economic  war 
organization,  wrote  an  article  in  1937  in  which  he  explicitly  traced  these 
ideas  back  to  Clausewitz  and  Bismarck,  and  to  some  extent  even  to 
Bonaparte.  His  conclusions  for  our  period  were  as  follows :  "The  future 
war  will  revert  to  that  of  our  ancestors  who  waged  it  with  all  of  their 

31  Germany  Puts  the  Cloc\  Bac\  (New  York,  1939),  p.  40  ff. 
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race  participating.  .  .  .  Totalitarian  war  demands  both  operative  and 
economic  thinking.  .  .  .  The  commander-in-chief  must  be  the  head  of 
total  warfare  and  must  be  acquainted  with  economic  leadership,  eco- 
nomic warfare,  and  propaganda,  just  as  much  as  with  military  opera- 
tions. He  will  fulfill  this  position  of  leadership  only  if  he  has  devoted 
himself  to  these  tasks  in  peacetime  to  the  same  extent  as  to  his  plans  for 
military  operations."  32 

Ewald  Banse,  who  since  the  early  'thirties  had  proposed  making 
Wehrwissenschaft  (preparedness  science)  the  focus  of  all  scientific 
work,  said  in  much  the  same  fashion  as  Clausewitz  that  "the  essential 
difference  between  statesmanship  and  warfare  is  that  the  former  takes 
the  long  view,  while  the  latter  is  a  short-term  expedient."  33  The  states- 
man is  at  the  same  time  a  master  in  Wehrwissenschaft.  This  new  science 
is  "the  systematic  application  of  every  branch  of  human  thought  and 
human  endeavor  to  the  end  of  increasing  the  preparedness  strength  of 
our  people."  To  illustrate  his  principle,  Banse  gave  some  striking  exam- 
ples, such  as  Wehrgeographie,  Wehrgeologie,  Wehrmedizin,  Wehr- 
psychologie,  etc. 

On  the  ideological  side,  Ernst  Juenger  as  early  as  1930  called  war  a 
normal  condition  of  humanity,  or  the  only  suitable  environment  for  a 
full  development  of  the  human  personality.  He  advocated  a  general  la- 
bor soldiery,  or  "organization  of  entire  populations  on  the  pattern  of 


armies."  34 


Another  characteristic  Nazi  philosopher  of  the  earlier  period,  Moel- 
ler  van  den  Bruck,  the  inventor  of  the  modern  concept  of  the  "Third 
Reich,"  elaborated  in  the  'twenties  the  German  claim  for  world  leader- 
ship as  it  applied  to  world  conditions  after  the  First  World  War.35  These 
ideas  were  then  further  developed  by  Alfred  Rosenberg.  In  his  My  thus 
des  20.  Jahrhunderts  he  wrote,  "All  schemes,  systems  of  thought  and 
values  are,  in  our  eyes,  only  means  for  strengthening  the  vital  struggle 
of  the  German  people  against  the  outside  world,"  and  in  a  later  book  he 


32  "Operatives  und  wirtschaftliches  Denken,"  Kriegswirtschajtliche  fahresberichte  igj7  (Ham- 
burg,  1937). 

33  Germany  Prepares  for  War  (New  York,  1941),  pp.  4,  349. 

34 Krieg  und  Krieger  (Berlin,  1930).  Also  Der  Kampf  als  inneres  Erlebnis  (Berlin,  1938). 
35  Das  Dritte  Reich   (3rd  ed.:  Hamburg,   1931).  English  edition:   Germany's  Third  Empire 
(New  York,  1941). 
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adds,  "The  German  nation  is  just  now  about  to  discover  her  own  style 
of  life.  ...  It  is  the  style  of  the  marching  column,  regardless  of  where 
and  for  what  purpose  this  marching  column  is  to  be  used."  36  Professor 
Forsthoff  welcomed  the  idea  of  military  society  as  an  exact  counterpart 
of  the  idea  of  the  French  Revolution,  which  was  based  on  individual 
rights.37 

Among  recent  military  writers,  General  von  Metzsch,  who  has  often 
been  considered  an  enfant  terrible  among  the  Nazi  officers  for  his  com- 
paratively frank  criticism  of  various  policies,  emphasized  the  importance 
of  Clausewitz'  ideas  for  the  new  German  generation.  "Clausewitz  is  a 
protagonist  of  the  German  character  such  as  we  need  today.  Clausewitz 
is  a  prophet  of  the  German  State  such  as  we  have  it  today."  He  is  the 
"right  man  for  our  time.  It  is  not  that  we  need  this  great  thinker  to 
understand  our  present  Fuehrer.  But  we  find  Adolf  Hitler  upheld  in 
many  respects  by  Carl  von  Clausewitz.  ...  If  Clausewitz  was  said  to 
be  le  plus  allemand  des  allemands,  then  Adolf  Hitler  is  for  the  world  of 
today  the  personification  of  Germany."  For  the  latter,  a  dangerous  com- 
pliment indeed!  Von  Metzsch  also  laid  stress  upon  Clausewitz'  state- 
ments that  a  unification  of  the  German  people  could  be  achieved  only 
by  force,  and  that,  on  the  other  hand,  moral  factors  have  played  a  de- 
cisive role  in  history.  Clausewitz,  von  Metzsch  added,  was  the  first  to 
elaborate  the  concept  of  "absolute  war,"  complete  destruction  of  the 
enemy,  with  a  possible  glorious  self-destruction  as  an  alternative.38 

Elsewhere  von  Metzsch  wrote  that  "a  war  is  always  the  result  of  the 
preceding  peace  period.  .  .  .  Adequate  preparedness  will  produce  a 
soldierly  feeling  within  the  whole  race.  .  .  .  War  is  not  only  a  crop  but 
a  seed."  While  stating  that  "the  military  sense  must  become  the  sixth 
sense  of  the  German,"  he  at  the  same  time  emphasized  the  peaceful  na- 
ture of  the  German.39 

Colonel  Hesse,  another  leading  military  writer,  was  chiefly  interested 
in  the  social  implications  of  a  modern  war  economy.  "Wehrwirtschajt" 

36  Gestaltung  der  Idee  (Berlin,  1937),  p.  303. 

37  "Kriegswirtschaft  und  Sozialverfassung,"  Kriegswirtschajtliche  Jahresberichte  1936  (Ham- 
burg, 1936). 

38  Horst  von  Metzsch,  Zehgemaesse  Gedan\en  urn.  Clausewitz  (Berlin,  1937),  p.  19  ff. 

39  Krieg  ah  Saat  (Breslau,  1934),  p.  19  ff. 
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he  said,  "is  often  identified  with  the  national  economy  as  such.  In  other 
words,  the  economy  must  be  equally  fit  for  defense  in  peace  and  in  war; 
the  economic  ideas  must  correspond  to  the  military  ideas,  although 
Wehrwirtschaft  need  not  necessarily  be  directed  toward  an  actual 
war."  40  However,  certain  military  officers  held  the  opinion  that  Wehr- 
wirtschaft of  necessity  referred  to  an  actual  war  in  some  near  or  distant 
future.  Hesse  himself  defined  it  as  "the  principle  that  determines  the 
idea,  form,  and  development  of  the  national  economy  in  both  peace 
and  war." 

Major  General  Karl  Haushofer,  in  recent  years  a  professor  at  the  Uni- 
versity of  Munich,  was  responsible  for  a  strange  mixture  of  geography, 
political  science,  biology,  and  strategy  which  he  called  Geopoliti\,  with 
the  important  sub-division  of  W  ehr-Geopoliti^1  The  basic  idea  was 
that  each  geographic  space  necessitates  the  utilization  of  that  space  by  a 
race  possessing  certain  specific  qualities,  both  the  qualities  and  the  essen- 
tials of  the  space  itself  being  more  or  less  invariable.  The  superior  races 
are  merely  fulfilling  natural  tasks  by  occupying  those  spaces  that  are 
suitable  for  them,  even  if  this  involves  the  displacement  or  extinction  of 
other  races. 

It  is  clear  that  this  philosophy  is  at  the  root  of  the  famous  living-space 
theory  in  its  modern  form.  W  ehr-Geopoliti\  demanded  an  adjustment 
of  a  "superior"  race  to  definite  strategic  tasks  imposed  by  these  "natural" 
necessities.  At  the  same  time,  even  the  landscape  of  the  conquering 
country  must  in  peacetime  be  adjusted  to  war  requirements. 

Rauschning  believes  that  the  two  chief  elements  of  Hitler's  strategy 
originated  in  the  Clausewitz  tradition.  In  his  "broadened  strategy,"  he 
says,  Hitler  remained  true  to  the  Clausewitz  doctrine  that  as  a  rule  the 
simple  existence  of  a  strong  army  is  sufficient  to  achieve  aims  in  foreign 
policy  which  affect  a  weaker  opponent.  If,  however,  actual  war  is  to 
be  waged,  then  "National  Socialist  strategy  will  seek  to  reach  a  decision 
in  warfare  by  a  single  blow  of  such  destructiveness  as  has  hitherto  been 
regarded  as  inconceivable.  It  carries  to  the  highest  pitch  the  strategy 

40  Kurt  Hesse,  Der  Kriegswirtschaftliche  Gedan\e  (Hamburg,  1935).  Also  leading  article, 
Kriegswirtschaftliche  Jahresberichte  1938  (Hamburg,  1938). 

41  Wehr-Geopoliti\  (Berlin,  1932).  Also  Weltpoliti\  von  Heute  (Berlin,  1934),  and  many 
other  books;  Ed.  Karl  Haushofer,  Zeitschrift  fur  Geopo\iti\  (Heidelberg). 
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advocated  by  Clausewitz,  the  direct  thrust  at  the  heart  of  the  enemy 
power." 42  This  interpretation  has  proved  only  too  exact. 

Military  Society  Perpetuated 

The  secular  idea  of  German  military  thinking  which  implied  that  all 
peace  institutions  were  to  be  subordinated  to  war  needs,  and  that  war  was 
to  be  considered  as  at  least  as  normal  a  condition  of  social  life  as  peace, 
was  maintained  by  all  of  these  Nazi  writers.  In  fact,  they  merely  para- 
phrased and  modernized  the  saying  of  Heraclitus  that  war  is  the  father 
of  all  things.  Hans  Blueher  called  war  "an  event  of  nature"  and  Edgar 
Jung  considered  it  "an  instrument  of  order."  General  Von  Seeckt,  the 
creator  of  the  new  German  army,  is  credited  with  the  statement,  "War 
is  the  culmination  of  human  pursuits.  War  is  the  natural  and  closing 
phase  of  an  evolution  in  the  history  of  mankind.  War  is  the  father  of  all 
things.  It  prepares  the  end  of  a  period  in  the  history  of  a  nation,  and  be- 
comes the  father  of  a  new  evolution." 43  Another  writer  had  said,  "War 
is  the  secret  master  of  our  century;  peace  merely  serves  the  function  of  a 
simple  armistice  between  two  wars." 44  Or,  to  quote  Ewald  Banse  once 
more,  "War  means  the  highest  intensification  not  only  of  material 
means,  but  also  of  all  the  spiritual  energies  of  an  age  as  well;  it  means 
the  utmost  effort  of  the  Vol1(s  mental  forces  and  the  will  of  the  State 
toward  self-preservation  and  power — Spirit  and  Action  linked  to- 
gether."45 

Other  Nazi  writers  expressed  analogous  opinions  on  the  economic  and 
psychological  aspects  of  modern  war.  Oswald  Wyss  believed  that  the 
economic  sphere  of  life  had  acquired  functions  akin  to  general  staff  work, 
and  the  Wehrpsychologe,  Karl  Pintschovius,  said  that  modern  warfare 
must  be  directed  against  the  enemy's  very  willingness  to  fight.46 

42  Hermann  Rauschning,  The  Revolution  of  Nihilism  (New  York,  1939),  pp.  141,  181.  By  per- 
mission of  Alliance  Book  Corporation,  publishers.  See  also  The  Voice  of  Destruction  (New  York, 
1940). 

43  Militaerwissenschaftliche  Rundschau  (Berlin,  January,  1936). 
^Deutsche  Wehr  (Berlin,  December,  1935). 

45  Quoted  by  Aurel  Kolnai,  op.  cit.,  p.  411. 

46  Oswald  Wyss,  "Der  Kriegszustand  der  Friedenswirtschaft,"  Kriegswirtschaftliche  Jahresbe- 
richte  1936  (Hamburg,  1936).  Karl  Pintschovius,  Die  seelische  Widerstandskraft  im  modernen 
Kriege  (Oldenburg,  1936). 
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Turning  now  to  non-German  judgments  about  the  scope  and  future 
of  a  militarized  society,  we  may  note  first  that  a  Russian  State  Councillor 
more  than  forty  years  ago,  at  the  suggestion  of  the  Tsar,  devoted  two 
bulky  volumes  to  showing  that  wars  in  the  future  would  no  longer  have 
any  sense  because  the  entire  world  would  not  have  sufficient  funds  at  its 
disposal  to  finance  them,  and  because  they  would  necessarily  result  in  a 
stalemate.47  This  was  written  precisely  at  the  beginning  of  an  era  of 
unprecedented  militarization  of  the  European  society. 

Until  the  later  'thirties,  few  British  or  French  writers  paid  much  atten- 
tion to  the  changes  in  the  nature  of  war  and  preparedness,  or  to  the  pos- 
sible social  implications  of  the  century-old  concept  of  military  society. 
Bertrand  Russell  wrote  in  1938,  "The  very  widespread  belief  that  a  to- 
talitarian state  is  more  efficient  in  war  than  one  with  a  more  liberal  re- 
gime is,  I  believe,  as  complete  a  delusion  as  the  analogous  belief  in  abso- 
lute monarchy  which  existed  in  the  time  of  Louis  XIV." 48  Marshal 
Foch  may  also  have  had  a  vision  of  the  character  of  the  period  to  come 
when  he  said  at  the  signing  of  the  Armistice  in  1918,  "Let  the  armies 
stand  at  ease.  The  war  is  postponed  for  twenty  years." 

During  the  'thirties,  a  few  French  writers,  such  as  de  Gaulle  and  De- 
beney,  analyzed  some  of  the  social  implications  of  total  warfare  and  of 
the  Nazi  philosophy  concerning  it.  General  Debeney,  in  particular,  as- 
serted that  it  is  precisely  in  mechanized  war  that  moral  factors  are  de- 
cisive, a  theory  in  line  with  that  of  Clausewitz.49 

Hermann  Rauschning,  who  believed  for  a  time  in  National  Socialist 
ideas  and  politics,  has  called  the  weakness  of  German  conservatism 
toward  Nazism  "the  suicide  of  the  old  order."  50  He  has  claimed  that  for 
the  older,  conservative  nationalism,  "war  and  violence  were  the  ultima 
ratio,  the  last  resort,  not  the  first.  .  .  .  With  the  conception  of  the  perma- 
nent mobilization  of  the  whole  nation  there  is  developing  in  the  army 
leaders  the  idea  of  an  all-comprehending  militarism,  in  which  war  and 


47  Ivan  Stanislavovich  Bliokh,  The  Future  of  War,  in  Its  Technical,  Economic  and  Political 
Relations  (Boston,  1902). 

48  "Science  and  Social  Institutions,"  Dare  We  Loo\  Ahead?  (London,  1938),  p.  14  f. 

49  La  Guerre  et  les  Homtnes  (Paris,  1937).  See  also  Charles  de  Gaulle,  Vers  Varmee  de  metier 
(Paris,  1935)-  English  edition:  The  Army  of  the  Future  (Philadelphia,  1941), 

50  The  Revolution  of  Nihilism,  p.  98, 
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violence  must  become  virtually  the  one  constituent  element  in  the  whole 
life  of  the  nation:  the  army  must  swallow  up  state  and  society,  economic 
and  cultural  and  private  life,  every  sphere  of  human  life  that  until  now 
enjoyed  an  independent  existence."  He  called  this  idea  "revolutionary 
militarism,"  as  opposed  to  the  older,  conservative  militarism.51 

As  a  matter  of  fact,  militarism  in  its  traditional  meaning  has  been  a 
much  narrower  concept  than  militarized  society.  As  we  have  seen,  it 
used  to  mean  the  aspiration  of  a  semi-feudal  officers'  caste  toward  im- 
posing their  social  influence  and  ideas  upon  a  society  which  in  itself  was 
not  necessarily  conceived  as  permanently  geared  for  war.  As  Vagts 
rightly  remarks,  "Generally  speaking,  militarism  flourishes  more  in 
peacetime  than  in  war."  52  Moreover,  the  irrational,  perhaps  even  semi- 
religious,  roots  of  the  Nazi  idea  of  military  society  are  deeper  by  far 
than  those  of  the  old  militarism.  Aurel  Kolnai  has  elaborated  this  in 
his  remarkable  book,  The  War  Against  the  West.  "To  maintain  a  big 
army,  together  with  corresponding  armaments,  is  still  to  a  large  extent 
compatible  with  the  preservation  of  peace;  to  imbue  the  whole  life  of  a 
nation  with  the  scale  of  values,  the  mode  of  life,  the  attitude  of  war, 
amounts  to  such  a  concentration  on  war-preparedness  as  would  make 
an  indefinite  maintenance  of  peace  appear,  as  it  were,  irrational.  .  .  . 
We  see  that  the  War  against  the  West  is  a  religious  war."  53  To  this  it 
may  be  added  that  only  the  characteristic  Fascist  infusion  of  collectivist 
mass  movement  ideas  ("Common  weal  has  precedence  over  private 
weal,"  says  the  Nazi  party  program)  has  shifted  the  idea  of  militarism 
into  that  of  militarized  society. 

We  cannot  here  go  into  the  question  of  why  German  liberalism,  in  its 
broadest  sense,  has  so  far  lost  every  battle  since  the  Napoleonic  wars 54 
(though  some  of  its  ideas  were  put  into  effect  by  political  opponents),  and 
why  the  Herrenvol\  ideologies  aiming  at  eventual  world  domination 
by  a  fully  militarized  German  nation  have  ever  since  Clausewitz  been 
growing  more  and  more  consistent  and  uncompromising.  Grabowsky 

51  Ibid.,  p.  123  f. 

52  Op.  cit.,  p.  13. 

53  Op.  cit.,  pp.  562,  637. 

54  See  for  example,  Max  Ascoli  and  Arthur  Feiler,  Fascism  for  Whom?  (New  York,  1938), 
pp.  145  &, 
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considers  "social  imperialism"  (a  militarized  society  based  on  collectivist 
ideas)  the  logical  successor  of  the  older  feudal  and  commercial  imperial- 
isms.55 Others  point  out  that  only  after  a  period  of  unprecedented  de- 
velopment in  technology,  social  organization,  and  international  inter- 
course in  the  capitalist  society  have  the  age-old  military  ideas  in  Germany 
been  able  to  become  virtually  all-embracing. 

Years  ago,  Werner  Sombart  claimed  that  not  only  may  social  systems 
produce  war,  but  wars  may  also  be  at  the  root  of  new  social  systems.  He 
referred  specifically  to  the  historical  roots  of  capitalism.56  Be  this  as  it 
may,  the  totalitarian  militarization  of  Germany  was  bound  to  shake  the 
fundamental  concepts  of  the  traditional  social  system.  Neither  indi- 
vidual liberties  nor  private  ownership,  either  at  home  or  abroad,  were 
compatible  with  the  aim  of  mobilizing  all  national  energies  for  continu- 
ous conquest,  though  many  legal  rights  were  outwardly  maintained. 
The  old  concepts  of  war  and  peace  became  even  more  meaningless  when 
the  entire  national  policy  was  geared  to  either  military  or  bloodless 
expansion,  and  when  the  total  activity  of  a  numerous  and  highly 
industrialized  nation  was  directed  toward  more  and  more  conquest. 
The  "economic  man"  who,  perhaps  wrongly,  was  supposed  to  be 
at  the  root  of  the  competitive  society,  was  displaced  by  the  perpetual, 
quasi-religious  warrior,  controlling  by  draconic  methods  the  entire 
national  life.57 

Modern  methods  of  social  technique  enabled  German  Fascism  to  put 
into  effect  what  was  in  nuce  implied  in  Clause  witz'  war  philosophy,  and 
to  compel  other  nations  hesitantly  but  inevitably  to  adopt  protective 
measures  equally  far-reaching  in  scope.  One  difference  still  survived: 
Substantial  as  the  adjustment  of  other  nations  or  governments  to  this 
state  of  affairs  gradually  became,  nowhere — with  the  possible  exception 
of  Japan — were  the  historical  roots  of  the  idea  of  military  society  so  deep 
as  in  Germany. 

55  Adolf  Grabowsky,  Der  Sozialimperialismus  als  letzte  Etappe  des  Imperialismus  (Basel,  1939). 
See  also  Albert  Lauterbach,  "Zur  Problemstellung  des  Imperialismus,"  Archiv  juer  Sozialwissen- 
schajt  (Tuebingen,  1931). 

56  Krieg  und  Kapitalistnus  (Muenchen,  19 13). 

57  See  Peter  F.  Drucker,  The  End  of  Economic  Man  (New  York,  1939). 


CHAPTER  IV 

WEHRWIRTSCHAFT  AND   TOTALITARIANISM 

SIGNIFICANTLY  enough,  no  really  adequate  English  or  French 
translation  of  the  term  Wehrwirtschajt  has  yet  been  arrived  at. 
"Preparedness  economy"  gives  the  sense  fairly  exactly.  Prolonged 
discussions  in  Germany  did  not,  in  fact,  clarify  the  exact  meaning  of  this 
highly  important  concept,  and  this  lack  of  agreement  is  quite  in  line 
with  the  whole  tradition  of  German  social  science.  However,  a  new  type 
of  writer  with  economic  as  well  as  military  training  has  come  into  prom- 
inence as  a  result  of  Wehrwirtschajt.  Some  of  the  investigations  of  these 
men  have  been  fairly  objective,  and  have  occasionally  contained  veiled 
criticisms  of  the  typical  Nazi  propaganda  slogans. 

The  basic  facts  of  Wehrwirtschajt  were  obvious.  The  economic  policy 
of  Germany  both  at  home  and  abroad  had  for  a  number  of  years  been 
directed  almost  exclusively  toward  attaining  military  efficiency.  This 
purpose  gradually  eliminated  all  the  other  yardsticks,  although  not  all 
of  the  actual  methods  employed  proved  to  be  successful.  In  various  other 
countries,  similar  techniques  were  introduced  somewhat  later,  but  the 
thoroughness  of  the  Nazis  in  carrying  such  policies  out  remained  un- 
paralleled. 

The  aim  of  reinforcing  to  the  greatest  conceivable  extent  the  economic 
basis  of  war  efficiency  was  indeed  the  only  uncontested  principle  of 
Wehrwirtschajt.  There  arose  a  wide  divergence  of  opinions,  among 
theorists  as  well  as  administrators,  concerning  the  scope,  the  permanence, 
and  potential  future  trends  of  military  economy.  The  dearth  of  depend- 
able literature  in  English  upon  Wehrwirtschajt,  as  well  as  the  initial 
successes  of  the  Nazi  war  machine  which  owed  a  good  deal  to  it,  justify 
some  discussion  of  the  German  controversies. 

One  of  the  main  problems  in  the  literature  on  Wehrwirtschajt  has 
centered  around  the  question  of  whether  it  should  be  simply  a  prelim- 
inary stage  of  a  coming  war  economy  or  an  entirely  new  system  beyond 
comparison  with  the  First  World  War  economy.  One  wing  of  the  ex- 
perts, consisting  of  Scherbening  and  Matthias,  was  rather  skeptical  of 
the  whole  concept  of  Wehrwirtschajt.  They  were  inclined  to  keep  to  the 
older  term  "war  economy"  and  to  look  upon  economic  preparedness  as 
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simply  a  policy  which  would  prevent  another  hasty  improvisation  at  the 
zero  hour. 

Other  writers  concerned  themselves  with  a  number  of  definite  ad- 
ministrative policies,  such  as  self-sufficiency,  government  control  of  im- 
portant industries,  price  and  currency  control,  and  labor  regulation,  the 
sum  of  which  was  supposed  to  be  Wehrwirtschaft.  A  third  wing,  how- 
ever, regarded  such  measures  not  as  something  temporarily  superim- 
posed upon  the  "normal"  economy  but  as  something  permanent.  These 
writers  simply  identified  Wehrwirtschaft  with  the  national  economy  as 
such  during  a  prolonged  state  of  preparedness,  or  conceived  it  more 
generally  as  the  guiding  ideology  of  present-day  economic  policy  in  peace 
as  well  as  in  war.  This  meant  that  no  clearly  defined  measures  or  institu- 
tions but  rather  a  specific  frame  of  mind,  perhaps  a  new  Wirtschafts- 
gesinnung  (economic  philosophy),  to  use  Sombart's  famous  term,  was  to 
characterize  Wehrwirtschaft. 

There  were  only  a  very  limited  number  of  theorists  who  believed  that 
such  an  economic  system  could  be  reconciled  with  a  competitive  order 
based  on  private  initiative.  Outstanding  among  the  few  who  were  of 
this  opinion  was  Professor  Lampe.1  But  even  he  admitted  that  prac- 
tically speaking,  the  new  system  was  employing  a  clever  trick  in  making 
employers  believe  that  they  were  still  free  in  their  decisions,  whereas 
they  had  in  fact  become  executive  officers  of  the  government,  and  officers 
with  very  limited  powers.  Even  though  private  ownership  in  Germany 
had  been  maintained  as  an  institution,  its  actual  significance  had  been 
rapidly  changing,  if  not  dwindling.  The  Nazi  concept  of  ownership  was 
that  of  a  "public  mission."  For  years  there  had  been  no  doubt  that  in- 
dividual property  rights  would  be  severely  restricted  as  actual  warfare 
approached  and  developed. 

German  writers,  with  their  traditional  predilection  for  definitions, 
sometimes  make  the  reader  feel  as  if  a  philological  paraphrase  of  the  facts 
were  the  final  objective  of  social  science.  A  good  part  of  the  discussion 
that  took  place  in  Germany  dealt  with  what  was  or  was  not  to  be  called 
Wehrwirtschaft.  In  fact,  everyone  is  free  to  define  such  a  term  as  he  likes, 
so  long  as  his  subsequent  conclusions  are  logical. 

The  underlying  problems  of  Wehrwirtschaft  were  essentially  the  fol- 

1  Adolf  Lampe,  Allgemeine  Wehrwirtschaftslehre  (Jena,  1938). 
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lowing:  (i)  Was  the  German  economic  policy  necessarily  linked  with  a 
specific  ideology  that  made  its  imitation  by  other  nations  impossible? 

(2)  Was  Wehrwirtschajt  from  the  outset  aimed  at  a  final  transformation 
into  actual  war  economy,  and  if  so,  need  it  be  considered  separately? 

(3)  Did  it  represent  a  new  economic  system  which  would  last  over  a 
long  period,  or  was  it  to  be  simply  a  temporary  adjunct  superimposed 
upon  existing  competitive  institutions?  (4)  Could  Wehrwirtschajt  be 
built  up  at  all  unless  it  were  a  priori  directed  toward  a  war  at  a  prede- 
termined (though  perhaps  remote)  date?  (5)  What  consequences  for 
the  whole  international  structure  of  society  would  a  prolonged  state  of 
economic  preparedness  in  a  great  country  bring  about,  and  to  what  ex- 
tent was  this  compatible  with  political  democracy  as  an  institution? 
(6)  Were  the  old  concepts  of  peace  and  war  at  all  applicable  to  recent 
developments  ?  (7)  After  the  armed  conflict,  would  a  rapid  demobiliza- 
tion of  the  war  economy  follow,  or  would  the  trend  of  economic  de- 
velopment lead  toward  permanent  preparedness  even  when  "peace" 
was  restored  ? 

(1)  The  first  question  was  answered  by  the  international  events  fol- 
lowing September  1939,  and  particularly  by  those  after  April  1940. 
Regardless  of  who  was  responsible  for  the  international  tension  and  the 
war,  many  powers  had  to  adjust  themselves  to  the  German  techniques  of 
preparedness.  After  March  1939,  Great  Britain's  policy  in  this  respect 
underwent  a  tremendous  change  which  amounted  to  gradual  economic 
mobilization  in  peacetime  leading  straight  into  war  economy.  The  same 
applied  to  France  and  several  other  countries.  Some  of  the  problems  and 
experiences  of  the  Third  Reich  were  repeated  in  other  countries,  al- 
though such  factors  as  the  strategic  situation,  domination  of  sea  com- 
munications, and  differences  of  political  philosophy,  precluded  the  eco- 
nomic organization  of  the  Allied  nations  from  ever  being  closely 
modelled  after  the  pattern  of  the  German  measures.  But  the  orientation 
of  economic  policy  toward  a  state  of  preparedness,  as  a  general  principle, 
gradually  spread  to  an  increasing  number  of  countries. 

(2)  As  to  the  second  question,  Hitler's  original  aim  was  probably  a 
"fixed-term  war"  to  be  begun  by  a  lightning  attack  and  resulting  in  a 
rapid  victory.  Wehrwirtschajt  was  to  be  a  more  or  less  secret  economic 
mobilization  with  a  view  to  "pressing  the  button"  in  precisely  the  same 
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way  as  with  military  mobilization.  This,  however,  did  not  take  place. 
For  at  least  four  years  the  German  economy  was  kept  in  a  state  of  perma- 
nent though  steadily  increasing  preparedness.  At  the  same  time,  Japan 
and  Italy  had  to  organize  a  partial  war  economy  in  order  to  cope  with 
the  requirements  of  their  campaigns  in  various  parts  of  the  world.  Eco- 
nomic preparedness  in  the  Western  countries,  apart  from  blueprints, 
was  comparatively  late  in  developing  and  did  not  necessarily  aim  at  ac- 
tual war,  unless  it  was  begun  by  other  powers.  Hence  it  makes  good 
sense  to  distinguish  these  methods  of  economic  war  preparation  in 
"peacetime"  from  an  actual  war  economy,  which  to  a  considerable  ex- 
tent, of  course,  they  anticipated. 

(3)  Measures  of  economic  preparedness,  in  Germany  as  elsewhere, 
frequently  began  as  a  mere  adjunct  to  existing  institutions,  and  business 
in  both  the  totalitarian  and  democratic  countries  tended  to  welcome 
them  so  far  as  the  changes  meant  increased  government  orders  and  a 
curb  on  labor  organizations.  A  few  authors,  such  as  Stephen  Th.  Pos- 
sony 2  and,  in  a  very  different  way,  Professor  Lampe,  tried  to  show  that 
private  initiative  was  superior  to  any  other  policy  in  securing  the  greatest 
possible  efficiency  for  defense.  Subsequent  experience,  however,  showed 
rather  that  the  odds  were  against  genuine  initiative,  once  prepared- 
ness or  war  had  become  the  dominating  end  of  economic  policy.  There 
is,  of  course,  no  completely  reliable  yardstick  for  determining  when  one 
economic  system  ceases  and  another  begins  to  function,  and  it  is  largely 
a  matter  of  definition  whether  or  not  we  should  consider  even  the  Nazi 
economy  as  being  an  entirely  new  economic  system. 

The  trend  in  Germany  toward  abandoning  many  of  the  basic  princi- 
ples of  capitalism,  however,  such  as  free  competition,  an  independent 
labor  market,  world  trade,  and  even  property  rights,  had  for  a  long 
time  been  unmistakable.  Kai  Sheng  Chen  3  tried  to  distinguish  between 
an  autonomous  and  a  competitive  preparedness  economy,  the  latter  ex- 
isting simultaneously  with  a  peace  economy,  but  this  theoretical  distinc- 
tion did  not  apparently  apply  to  the  actual  developments  in  Germany 
and  elsewhere.  Willy  Neuling4  saw  three  fundamental  types  of  eco- 

2  Tomorrow's  War  (London,  1938). 

3  Aujgaben,  Grenzen  und  Durchjuehrung  der  Wehrwirtschaft  (Leipzig,  1938). 

4  "Wettbewerb,  Monopol  und  Befehl  in  der  heutigen  Wirtschaft"  Zeitschrift  filr  die  gesamte 
Staatswissenschaft  (Tuebingen,  1939). 
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nomic  order,  namely  individualism,  monopolism,  and  command  econ- 
omy (Befehlswirtschajt),  and  believed  that  a  quite  new  type  of  eco- 
nomic theory,  indispensable  for  analyzing  the  "command  economy," 
was  in  the  offing,  though  he  gave  very  little  indication  of  what  would 
be  the  concrete  contents  of  this  new  theory. 

(4)  In  case  a  long  period  of  preparing  for  war  and  a  corresponding 
"war  of  nerves"  had  been  Hitler's  aim,  his  intentions  did  not  fully 
materialize.  We  do  not  know  whether  war  broke  out  at  the  exact  mo- 
ment when  Germany's  economic  efficiency  reached  its  peak,  but  it  is 
certain  that  the  maintenance  of  permanent  economic  preparedness  at  a 
steady  or  increasing  level  over  a  long  "peacetime"  period  proved  difficult. 

(5)  The  economic  system  that  had  developed  in  Germany  differed 
in  fact,  as  the  Nazis  themselves  asserted,  from  both  traditional  capital- 
ism and  socialism,  though  it  was  by  no  means  superior  to  either  of  them. 
It  differed  from  traditional  capitalism  by  the  lack  of  a  competitive  mar- 
ket, free  labor  supply,  free  investment,  and  free  business  with  foreign 
nations.  On  the  other  hand,  it  differed  from  socialism  by  the  lack  of 
a  free  labor  movement,  of  participation  of  the  workers  in  the  manage- 
ment of  the  factories  and  the  general  administration  of  economic  affairs, 
and  of  any  policy  aiming  at  raising  the  standard  of  living  of  the  rank 
and  file. 

A  state-controlled  economy  tending  to  lower  appreciably  the  standard 
of  living  always  involves  the  danger  of  a  potential  trend  toward  authori- 
tarian politics.  In  Britain,  however,  the  remarkable  economic  war  effort 
has  led  only  to  a  temporary  suspension  of  certain  individual  institutions 
but  not  of  the  old  governmental  system  and  philosophy  as  such. 

(6)  If  preparedness  should  actually  remain  the  guiding  purpose  of 
national  policies  everywhere  in  both  "peacetime"  and  "wartime,"  as 
certain  German  writers  have  suggested,  then  the  permanent  direction  of 
all  human  resources  toward  potential  or  actual  warfare  would  be  the 
natural  consequence.  It  need  not  be  asked  whether  such  a  period  would 
be  "eternal"  since  no  social  condition  or  system  ever  is.  In  any  case,  a 
universal  orientation  of  all  social  resources  and  institutions  toward  war 
would  practically  mean  permanent  warfare  in  itself.  The  securing  of 
the  communications,  and  possibly  the  territories,  on  which  the  flow  of 
supplies  of  war-relevant  goods  may  depend  is  an  indispensable  element 
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of  military  economy.  Preliminary  showdowns  (Vorfeld^ampfe),  as  we 
have  seen,  have  been  fundamental  elements  of  warfare  even  if  the 
methods  employed  were  blackmail,  intimidation,  and  incitement  rather 
than  military  invasion.  The  state  of  permanent  preparedness  in  itself  has 
proved  to  be  a  dreadful  means  of  pressure  and  has  frequently  replaced 
military  action.  If  military  economy  should  become  (or  remain)  a  gen- 
eral principle  of  national  policies,  then  an  actual  war  en  permanence 
would  result,  with  military  action  being  simply  a  periodic  supplement 
to  economic  and  diplomatic  aggression.  Fortunately,  this  nightmare  is 
likely  to  disappear  together  with  totalitarian  philosophies. 

(7)  The  policy  of  Wehrwirtschaft  has  culminated  in  total  warfare 
with  large-scale  physical  destruction  of  lives  and  goods,  and  it  will  take 
years  to  grasp  the  full  extent  of  the  damage  or  the  significance  of  the 
social  changes  resulting  from  this  war  in  the  various  countries.  Nobody 
has  a  complete  knowledge  of  technical  discoveries  which  may  emerge 
from  the  war.  Nor  can  anyone  predict  the  psychological  reactions  of  war- 
torn  populations  over  a  long  period.  Civilians  may  ultimately  react  to 
years  of  bombing,  or  to  the  use  of  gas,  either  by  apathetic  despair,  or  by 
an  increased  fighting  spirit,  or  by  an  ardent  interest  in  a  peaceful  recon- 
struction of  the  world.  We  have  as  yet  only  limited  economic  or  psy- 
chological data  from  which  to  draw  conclusions  as  to  future  demobili- 
zation, though  it  can  scarcely  be  imagined  that  it  will  be  confined  to  a 
purely  technical  process  without  substantial  adjustment  of  social  in- 
stitutions.5 

Wehrwirtschaft:  Factual  Survey 

Before  we  analyze  the  guiding  principles  of  the  Nazi  Wehrwirtschaft, 
a  brief  factual  survey  may  be  useful.  Since  September  1939  did  not  mean 
any  essential  change  in  the  economic  policies  of  Germany,  both  the 
periods  before  and  after  the  formal  declaration  of  war  may  be  dealt  with 
here.  The  survey  must,  of  course,  be  confined  to  highlights.  It  cannot  be 
all-embracing,  especially  in  view  of  the  incomplete  character  of  the 
factual  and  statistical  information  from  totalitarian  countries. 

In  the  beginning  of  the  Hitler  era,  the  most  important  economic  meas- 
ures were  those  directed  against  mass  unemployment.  In  June  and  Sep- 

5  See  Chapter  IX. 
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tember,  1933,  measures  for  the  reduction  of  unemployment  provided  for 
large  public  orders  and  subsidies,  while  private  investment  was  gradu- 
ally brought  under  control.  Other  measures  aimed  at  the  reduction  of 
the  amount  of  machine  equipment  in  certain  trades  (such  as  the  tobacco 
industry),  elimination  of  female  labor,  etc.  In  February  1933  the  tariff 
wall  was  raised  considerably,  and  in  the  following  months  such  meas- 
ures as  clearing  agreements,  a  system  of  scrip  payments  for  imports,  and 
the  establishment  of  several  different  kinds  of  Reichsmarks  in  the  for- 
eign exchange  market  paved  the  way  toward  a  complete  control  of  for- 
eign trade. 

This  control  was  achieved  by  the  "New  Plan"  of  September  4,  1934, 
which  established  twenty-five  control  offices  for  all  branches  of  im- 
ports. This  was  perhaps  the  first  major  regulation  with  a  clear  view  to 
war  requirements.  At  the  same  time,  a  system  of  export  subsidies  was 
created  to  secure  foreign  currency  without  regard  to  costs. 

In  1935,  the  "Spinning  Material  Act"  stated  that  textile  factories  were 
to  be  granted  raw  materials  only  if  this  was  compatible  with  considera- 
tions of  national  defense.  An  Energy  Act  authorized  the  government  to 
regulate  the  rates  an4  the  charges  for  imports  of  power,  to  close  un- 
necessary plants,  etc.  In  February  1936  the  division  of  the  Reich  into 
"planning  regions"  and  the  creation  of  the  Reichsstelle  fur  Raumord- 
nung  marked  the  progress  of  the  trend  toward  self-sufficiency. 

This  trend  had  started  in  agriculture  early  in  1933,  when  compulsory 
control  of  the  fat  market,  which  had  been  prepared  by  the  Schleicher 
Government,  was  introduced.  A  "Central  Association  of  German  Grain 
Producers  and  Dealers"  paved  the  way  for  the  Reichsn'dhr stand,  which 
embraced  all  the  branches  of  agricultural  production  and  distribution, 
and  acted  from  the  beginning  as  a  control  institution  designed  for  war 
emergency.  On  "the  other  hand,  there  was  apparently  little  direct  con- 
nection between  the  Erbhofgesetz  (Entail  Estate  Act,  created  to  prevent 
the  sale,  division,  or  indebtedness  of  "hereditary"  peasant  estates)  and 
preparedness  policies.  This  act  was  based  rather  on  the  general  "blood 
and  soil"  philosophy  of  the  Nazis. 

The  first  Four  Year  Plan  lasted  from  the  early  months  of  1933  until 
September  1936.  This  plan,  outlined  in  Hitler's  speech  of  May  1,  1933, 
and  given  effect  by  the  Law  for  the  Reduction  of  Unemployment  a 
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month  later,  envisaged  large  expenditures  for  such  purposes  as  housing, 
land  settlement,  and  public  utilities,  in  the  form  either  of  public  orders 
or  of  subsidies.  At  the  same  time  considerable  outlays  were  authorized 
for  Reich  motor  roads;  this  marked  the  beginning  of  the  military  orien- 
tation of  Arbeitsbeschaffung  (emergency  work  projects),  which  later 
became  more  and  more  accentuated.  The  same  motives  prevailed  in 
centralizing  the  direction  of  economic  affairs  through  the  Ministry  of 
Economics  and  in  establishing  such  institutions  as  the  Reich  Economic 
Chamber. 

In  the  field  of  foreign  trade,  the  Reichsstellen  (Boards),  which  mo- 
nopolized both  imports  and  exports  of  basic  goods,  also  prepared  indi- 
rectly for  the  organization  of  trade  on  a  war  basis,  though  here  again 
the  immediate  motive  given  was  the  combating  of  the  depression,  in 
this  case  by  protection  from  foreign  influences. 

In  the  spring  of  1935,  when  conscription  was  reintroduced,  rearma- 
ment started  on  a  vast  scale,  but  at  first  the  Reich  policy  was  directed 
toward  the  physical  expansion  of  the  armament  industries  rather  than 
the  reorganization  for  war  of  the  economic  policies.  By  the  fall  of  1936, 
however,  the  latter  purpose  had  become  predominant.  At  that  time  the 
Second  Four  Year  Plan  was  proclaimed.  General  Goring  received  su- 
preme command  over  the  Germany  economy,  and  this  signified  the  in- 
tended militarization  of  all  of  economic  life. 

The  chief  purposes  of  the  Second  Four  Year  Plan  were  the  following: 
to  secure  Germany's  self-sufficiency  in  all  essential  foodstuffs  and  raw 
materials  regardless  of  "costs,"  to  preclude  any  potential  sanctions  or 
economic  pressure  upon  the  Reich,  and  to  isolate  Germany  from  the 
fluctuations  of  world  economy.  A  large  number  of  decrees  tightened  the 
government's  foreign  trade  monopoly.  A  policy  of  storing  vast  com- 
modity reserves  and  at  the  same  time  accelerating  the  economic  pene- 
tration and  exploitation  of  Southeast  Europe  was  a  logical  element  in 
the  plan.  Other  fundamental  methods  were  the  development  of  low- 
grade  ore  production  in  the  new  Reichswer\e  A.  G.  Hermann  Goring, 
utilization  of  waste  materials,  and  the  expansion  of  synthetic  production 
and  substitutes.  All  this  was  correlated  with  propaganda  for  influencing 
mass  consumption  habits,  for  example,  the  replacement  of  imported 
foodstuffs  by  fish,  etc. 
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Practically,  all  the  wage,  price,  tax,  and  loan  policies  of  the  Reich  were 
directed  toward,  or  resulted  in,  the  reduction  of  private  consumption. 
Administrative  and  ideological  methods  had  often  an  even  larger  share 
in  this  policy  than  legal  measures. 

The  office  of  the  Reich  Commissioner  for  the  Four  Year  Plan,  with 
General  Goring  at  the  head,  gradually  became  a  super-cabinet  in  which 
"military  economists"  played  an  important  part.  All  economic  policy  was 
increasingly  directed  toward  accelerating  the  pace  of  industrial  mobili- 
zation in  peacetime  and  completing  this  mobilization  before  the  out- 
break of  military  hostilities.  In  December  1938  Walther  Funk,  Minister 
of  National  Economy,  received  full  powers  as  commissar  for  industrial 
"rationalization"  and  expansion  of  output.  Analogous  commissars  for 
certain  basic  trades,  such  as  the  machine  industry,  construction,  and  the 
automobile  industry  were  appointed  soon  thereafter. 

A  Reich  "Office  for  Planning  of  Wehrwirtschaft"  was  established  in 
the  fall  of  1938;  its  purpose  was  primarily  to  extend  the  statistics  of  in- 
dustrial output  that  had  been  prepared  by  the  Reich  Statistical  Office  in 
such  a  way  as  to  cover  some  180,000  shops. 

Efforts  to  secure  a  sufficient  labor  supply  included  priority  lists  of  in- 
dustries in  the  following  order:  armament,  foodstuffs,  domestic  raw 
materials,  exports,  and  housing.  Measures  were  taken  against  avoidable 
turnover  in  labor,  and  Labor  Books  were  introduced  for  all  the  workers 
and  firms.6  A  decree  issued  in  the  spring  of  1938  introduced  virtual 
conscription  of  labor  for  works  of  fundamental  importance.  Other  meas- 
ures aimed  at  the  re-employment  of  women,  re-immigration  of  German 
nationals  living  abroad,  stopping  the  "flight  from  the  land,"  and  labor- 
saving  "rationalization." 

The  last  item  embraced  a  large  number  of  measures  directed  toward 
the  standardization  of  output,  the  mechanization  of  transport,  and  above 
all  the  raising  of  the  efficiency  of  manpower  up  to  the  physical  limits, 
and  sometimes  beyond  them.  It  would  take  volumes  to  describe  all  these 
measures  in  detail.  The  German  Labor  Front  and  the  "Trustees  of  La- 
bor," appointed  by  the  government,  of  course,  were  preoccupied  with 
these  purposes.  The  recreational  organization  of  "Strength  through  Joy" 

6  See  L.  Hamburger,  How  Nazi  Germany  Has  Mobilized  and  Controlled  Labor  (Brookings 
Institution:  Washington,  1940). 
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was  supposed  to  secure  extra-economic  compensation  for  the  workers 
for  the  increased  length  and  intensity  of  their  labor. 

A  tremendous  number  of  legal  and  administrative  measures  aimed  at 
mobilizing  additional  manpower.  The  Labor  Service  became  militarized. 
Women  were  brought  back  to  the  factories,  and  small  business  was 
combed  systematically  in  order  to  increase  the  number  of  available  work- 
ers. In  the  summer  and  fall  of  1938  decrees  on  Emergency  Service  en- 
abled the  authorities  to  mobilize  at  any  given  date  practically  every 
citizen  of  either  sex  for  those  tasks  that  were  considered  vital  by  the  gov- 
ernment. In  February  1939  new  drastic  decrees  were  issued  to  prevent 
"unnecessary"  changes  by  the  worker  of  his  place  of  employment. 

In  the  field  of  agriculture,  the  government  started  a  "battle  of  pro- 
duction" by  spending  large  amounts  for  land  improvements  and  artificial 
manures,  by  introducing  new  methods  of  cultivation,  by  fostering  the 
supply  of  livestock,  and  by  imposing  heavy  penalties  on  delayed  de- 
liveries of  agricultural  products.  The  Reichsstellen  centralized  control 
over  the  distribution  of  agricultural  goods.  Decrees  in  March  1937  intro- 
duced compulsory  cultivation  of  war-relevant  foodstuffs  in  accordance 
with  orders  from  the  government,  and  obligated  producers  and  dis- 
tributors to  provide  adequate  storage  facilities. 

The  First  Four  Year  Plan  had  introduced  price  control  on  a  limited 
scale.  It  was  made  more  rigorous  and  comprehensive  by  the  Price  Stop 
decree  of  November  1936.  Special  provisions  were  made  for  imported 
goods,  the  prices  of  which  were  controlled  by  the  Exchange  Control 
Boards.  The  German  Labor  Front  and  the  "Trustees  of  Labor"  enforced 
analogous  provisions  against  rises  in  wages.  The  bureaucratic  staff  of 
the  Reich  Commissar  for  Price  Control,  headed  by  Josef  Wagner,  which 
had  been  set  up  in  November  1934,  was  extended  substantially  in  Octo- 
ber 1936,  after  the  proclamation  of  the  Second  Four  Year  Plan.  It  subse- 
quently took  over  the  supervision  of  the  cartels  and  other  price-influenc- 
ing organizations. 

In  the  field  of  finance,  a  gigantic  structure  of  expanding  monetary  cir- 
culation and  public  debts  had  been  built  up  since  1933.  We  can  mention 
here  only  a  few  important  steps  such  as  the  reduction  of  long-term  in- 
terest rates,  the  Dividends  Limitation  Law,  and  the  issue  of  ingenious 
new  kinds  of  government  bonds.  In  December  1934,  a  law  on  the  regu- 
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lation  of  credit  established  strict  state  control  over  banking,  investment, 
and  the  stock  exchanges.  A  Credit  Supervisory  Board  was  created,  with 
the  Reichsbank  President  at  its  head.  Typical  of  the  new  methods  of 
financing  rearmament  was  the  gigantic  growth  of  the  capital  of  the 
Reich-controlled  Hermann  Goring-W  er\e ,  of  which  only  a  part  passed 
into  private  hands. 

The  law  concerning  credit  control  which  went  into  effect  in  Decem- 
ber 1934  introduced  a  long  series  of  measures  destined  to  institute  super- 
vision of  the  whole  credit  machinery.  This  was  attempted  by  such  meas- 
ures as  a  license  system  and  a  temporary  mortgage  stop  beginning  in 
August  1938.  The  savings-banks  were  obliged  to  invest  the  bulk  of  their 
deposits  in  Reich  loans  or  bonds.  After  April  1938  foreign  currency  con- 
trol was  centralized  within  the  Reich  Ministry  of  Economics. 

As  long  as  Dr.  Schacht  remained  President  of  the  Reichsbank,  any 
visible  symptom  of  inflation  was  fought  by  such  measures  as  the  gradual 
elimination  of  any  regular  supply  of  marks  on  foreign  markets,  keeping 
the  effective  circulation  of  bank  notes  in  line  with  the  actual  demand, 
and  the  control  of  prices  and  wages.  When  Schacht  was  replaced  by 
Funk  early  in  1939,  the  financial  policy  of  the  government  underwent 
further  changes.  Private  industry  was  now  expected  to  finance  many  of 
the  productive  activities  previously  financed  by  the  state.  Simultaneously 
the  circulation  of  money  was  expanded  at  a  quicker  pace.  In  March  1939 
the  "New  Financial  Plan"  created  a  new  type  of  currency  by  issuing  tax 
prepayment  certificates.  These  were  accepted  only  reluctantly,  and  the 
whole  plan  had  to  be  abandoned  shortly  after  the  outbreak  of  the  war. 

In  fact,  the  whole  system  of  Vorfinanzierung  (advance  financing) 
had  to  be  altered  after  full  utilization  of  capital  and  reserves  of  man- 
power had  been  achieved.  This  became  especially  true  from  the  spring 
of  1938  onwards.  Measures  tending  to  replace  short-term  financing  in- 
cluded the  gradual  confiscation  of  Jewish  property,  the  seizure  of  gold 
and  other  resources  of  conquered  countries,  and  a  30  per  cent  surtax 
on  increases  in  private  and  corporation  income.  This  final  measure  was 
taken  in  April  1939,  but  the  rate  had  later  to  be  reduced  to  15  per  cent 
because  of  widespread  opposition.  In  June  1939  the  Reichsbank  was  of- 
ficially put  under  the  unrestricted  sovereignty  of  the  government. 

The  administrative  practice  of  economic  policy,  even  more  than  laws 
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and  decrees,  had  since  1936  tended  to  rearrange  the  whole  national  econ- 
omy according  to  war  requirements.  Although  it  must  be  repeated  that 
much  of  the  economic  policy  of  Nazi  Germany  had  originally  set  out 
from  motives  other  than  rearmament,  and  that  many  of  the  early  meas- 
ures were  at  any  rate  not  exclusively  destined  for  this  purpose,  economic 
policy  was  guided  by  war  considerations  to  an  ever-increasing  degree. 
In  the  last  few  weeks  before  the  outbreak  of  the  war  this  became  more 
and  more  clear.  At  the  end  of  August  1939  a  vast  number  of  decrees 
established  new  offices  for  the  control  of  all  the  important  fields  of  eco- 
nomic life,  particularly  foodstuff  supply  and  distribution.  Many  food- 
stuffs, soap,  fuel,  textiles,  and  footwear  were  rationed.  The  district  presi- 
dents became  virtual  local  dictators  over  the  economic  life,  and  the 
chambers  of  commerce  came  under  the  direction  of  commissars.  The 
Reichsnahrstand  was  put  under  the  control  of  the  Ministry  of  Agricul- 
ture. A  defense  cabinet  including  all  the  ministers  concerned  with  eco- 
nomic affairs  was  set  up,  and  local  defense  commissars  received  corre- 
sponding powers  in  the  districts.  On  the  day  Poland  was  invaded  a 
further  series  of  decrees  marked  the  transition  to  a  full  war  economy. 

This  transition  was  much  less  accentuated  in  Germany  than  in  the 
democratic  countries.  As  Anne  O'Hare  McCormick  cabled  from  Berlin, 
"Germany  in  wartime  is  only  an  exaggeration  of  Germany  last  year  and 
the  year  before.  You  see  clearly  now  that  the  Third  Reich  was  a  military 
state  from  the  beginning  and  is  finally  fulfilling  the  function  for  which  it 
was  created.  This  means  that  the  change  from  the  long  gearing-up 
process  to  the  war  itself  is  not  so  striking  as  the  contrast  between  peace- 
time and  wartime  in  other  countries."  7 

According  to  a  United  States  Government  report,  the  "outstanding 
features  of  German  national  economy  at  the  outbreak  of  war  in  Septem- 
ber 1939  were  shortage  of  labor,  inadequacy  of  transportation  facilities, 
scarcity  of  essential  raw  materials,  even  of  those  locally  produced,  such 
as  coal,  steel,  and  timber,  full  utilization  of  available  industrial  capacity, 
and  finally  the  commandeering  of  a  disproportionately  large  share  of 
the  national  income  for  the  financing  of  rearmament  and  public  con- 
struction." 8 

1  New  Yor\  Times,  March  9,  1940. 

8  United  States  Department  of  Commerce,  "Report  on  Germany's  War  Economy"  (Washing- 
ton, D.  C,  May,  1940)  [mimeographed]. 
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On  the  other  hand,  such  measures  as  had  to  be  taken  were  favored  by 
the  advantage  of  relatively  quiet  conditions  during  the  first  few  months 
of  warfare.  The  government  avoided  the  mistake  of  1914,  when  military 
mobilization  caused  a  shortage  of  skilled  workers  in  basic  industries, 
such  as  the  coal,  iron,  and  electrical  industries.  This  time  a  system  of 
gradual  mobilization  prevailed.  Apparently  there  was  some  transitory 
unemployment  during  the  first  two  months  of  the  war.  Toward  the 
end  of  the  year  there  were  only  128,000  unemployed  (chiefly  unemploy- 
ables)  and  237,000  short-time  workers  left,  the  latter  mainly  in  the  tex- 
tile industries.  Such  measures  as  the  evacuation  of  about  700,000  chil- 
dren from  air-raid  zones  meant  a  substantial  strain  on  the  transportation 
system. 

In  September  1939  the  Cabinet  Council  for  the  Defense  of  the  Reich 
appointed  Reich  defense  commissars  for  most  of  the  eighteen  army  dis- 
tricts in  order  "to  assure  unity  of  measures  within  the  army  district  in 
all  matters  of  civil  Reich  defense  and  to  guarantee  close  co-operation  with 
the  local  army  commander."  Their  actual  function  was  to  be  chiefly  "the 
unified  adjustment  and  direction  of  all  economic  measures."  Later  they 
were  subordinated  to  the  General  Council  for  War  Economy  appointed 
in  January  1940,  headed  by  Reich  Marshal  Goring.  The  Council  in- 
cluded the  assistant  ministers  of  all  the  war-essential  departments,  the 
head  of  the  office  for  war  economy  of  the  General  Staff,  and  a  direct 
representative  of  Hitler.  In  other  words,  the  war  economy  was  to  be  di- 
rected by  a  co-ordinated  body  of  leaders  of  the  armed  forces,  the  Nazi 
Party,  and  the  administration. 

In  the  field  of  foodstuffs  and  raw  materials,  an  extensive  system  of 
rationing  marked  the  transition  to  full  war  economy.  This  applied  also 
to  many  consumers'  goods.  The  Bezugsscheine  (individual  buying  per- 
mits) were  transformed  in  November  1939  into  a  Reich  clothing  card, 
which  left  the  consumer  somewhat  more  freedom  of  choice.  Food  ra- 
tioning had  been  familiar  to  the  German  population  even  before  the 
declaration  of  war,  especially  with  regard  to  butter  and  other  fats.  On 
August  28,  1939,  rationing  of  most  foodstuffs  was  introduced.  Potatoes, 
fresh  vegetables,  and  fruit  remained  exempted  at  first.  In  February  1940 
Goring  announced  a  rise  in  the  prices  of  milk  and  butter  "in  order  to 
increase  our  production  and  reserves  of  these  products." 
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An  elaborate  old-age  pension  plan  proclaimed  at  the  same  time  by 
Dr.  Robert  Ley,  the  leader  of  the  Arbeitsjront,  was  soon  shelved,  as  was 
the  delivery  of  the  "people's  cars,"  for  which  millions  of  installment 
payments  had  been  made.  Propaganda  was  used  widely  to  restrict  pri- 
vate consumption.  For  example,  a  Reich  Bureau  was  established  to  ad- 
vertise the  dangers  of  alcohol  and  tobacco,  in  line  with  Hitler's  personal 
habits. 

German  spokesmen  claimed  in  1940  that  the  food  reserves  of  the  Reich, 
particularly  wheat  and  rye,  were  being  maintained  at  the  pre-war  level 
which,  if  true,  was  largely  due  to  the  employment  of  millions  of  war 
prisoners  and  Polish  civilians  for  harvest  work,  and  to  the  seizure  of 
substantial  stocks  in  the  conquered  countries.  Reich  Minister  Darre  as- 
serted that  the  bread  grains  harvests  were  only  very  slightly  under  the 
peacetime  average.  The  control  of  all  agricultural  production  by  the 
Reichsnahr stand  was  extended  even  to  non-rationed  goods. 

As  for  industrial  raw  materials,  the  output  of  artificial  fibre  was 
greatly  expanded.  The  entire  coal  industry  was  placed  under  the  control 
of  the  Reich  Commissar  for  Coal,  whose  primary  function  was  to  secure 
the  priority  of  deliveries  to  war-essential  shops.  Moreover,  seven  of  the 
largest  coal  and  coal  products  concerns  were  merged  into  a  single  under- 
taking. 

The  crucial  commodity,  of  course,  was  oil.  After  the  outbreak  of  the 
war,  all  private  stocks  were  seized  and  private  automobile  traffic  was 
restricted  to  a  minimum.  Oil  consumption  was  strictly  rationed.  Figures 
concerning  the  actual  supplies  were  naturally  not  made  public.  However, 
pre-war  stocks,  plus  a  presumably  enormous  production  of  synthetic  oil 
and  substantial  deliveries  from  Soviet  Russia  up  till  June  194 1,  and  from 
Rumania,  evidently  secured  during  the  earlier  phase  of  the  war  an  ample 
quantity  of  oil  and  oil  products  for  the  armed  forces  and  war-essential 
industries.  Other  sources  of  energy  were  also  put  under  rigid  control; 
the  entire  electric  power  supply,  for  example,  was  placed  under  the  di- 
rection of  the  Reich  Ministry  of  Economics.  In  March  1941  a  "General 
Staff"  was  established  to  control  the  production  and  distribution  of  coal 
and  to  co-ordinate  the  coal  industries  in  all  the  German-controlled  re- 
gions. 

Foreign  trade  was  upset  by  the  outbreak  of  war  to  a  larger  extent  than 


92  ECONOMICS  IN  UNIFORM 

most  other  economic  activities,  for  German  communications  with  over- 
seas countries  and  substantial  parts  of  Europe  were  cut  off.  This  applied 
immediately  to  German  imports,  and  after  December  4,  1939,  with  the 
tightening  of  British  economic  warfare,  to  German  exports  as  well.  The 
publication  of  foreign  trade  statistics  was  suspended  as  of  August  1, 1939. 
On  the  whole,  the  New  Plan  of  1934  remained  the  guiding  principle  of 
German  trade  policy.  Trade  treaties  with  some  of  the  subsequent  vic- 
tims of  Hitler  in  Eastern  and  Western  Europe  were  concluded  before  or 
after  the  outbreak  of  the  war.  Most  of  them  were  based  on  the  old  barter 
and  clearing  methods.  In  March  1940  Germany  took  over  the  provision 
of  the  entire  coal  requirements  of  Italy.  The  actual  effects  of  the  German 
trade  agreements  with  Soviet  Russia  in  August  and  September,  1939, 
and  of  later  additions  to  those  agreements  remained  controversial. 

The  connection  between  trade  policies  and  propaganda  became  evi- 
dent in  the  summer  of  1940,  when  Germany  sold  goods  to  Latin  America 
under  contract  for  October  1  delivery,  the  clear  implication  being  a  Ger- 
man victory  by  that  time.  Some  of  the  goods  were  delivered  from  Ger- 
man pre-war  stocks  overseas;  in  some  cases  American-made  goods  were 
hastily  purchased  by  German  agents  in  order  to  fulfill  the  contract;  in 
others  Germany  had  to  pay  heavy  penalties  for  being  unable  to  supply 
the  goods.  German  agents  also  tried  to  induce  certain  Latin  American 
governments,  such  as  Brazil,  to  adopt  German  standards  of  specifications 
on  such  products  as  railroad  materials. 

In  the  cases  of  a  few  trade  partners  of  the  Reich,  like  Yugoslavia,  the 
clearing  balance  was  temporarily  reversed  in  favor  of  Germany.  Al- 
though the  latter  had,  since  1934,  been  a  heavy  debtor  to  Yugoslavia, 
large  Yugoslavian  purchases  of  war  materials  and  industrial  products 
had  led  to  clearing  arrears  of  about  58  million  marks,  or  a  billion  dinars, 
by  the  end  of  1940.  After  the  Soviet-German  accords  of  January  10, 
194 1,  the  Reich  tried  to  expand  purchases  in  China,  the  United  States, 
and  even  British  countries  through  international  middlemen,  for  de- 
livery via  Siberia. 

In  the  field  of  labor  supply,  the  military  mobilization  gradually  came 
to  involve  about  ten  million  men,  a  number  which  equalled  close  to 
50  per  cent  of  all  the  wage-earners.  However,  the  Arbeitseinsatzverwal- 
tung  (labor  supply  administration)  had  prepared  for  a  gradual  process 
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of  mobilization  and  the  replacement  of  mobilized  men  with  retrained 
manpower,  women,  and  prisoners  of  war.  A  decree  of  September  1939 
made  it  still  more  difficult  for  a  worker  to  change  his  employment,  espe- 
cially if  his  motive  was  higher  wages.  At  the  same  time,  a  wage  ceiling 
was  established.  Ten  or  more  working  hours  became  the  rule  for  male 
workers  in  the  majority  of  the  industries  and  for  women  and  youths  in 
war-essential  shops.  A  general  suspension  of  vacations  was  decreed  at 
the  outbreak  of  the  war  but  abolished  in  January  1940.  Compulsory 
labor  service  was  extended  to  women. 

During  the  early  months  of  the  war  the  lengthening  of  working  hours, 
in  the  case  of  some  specialists  up  to  sixteen,  must  have  had  unfavorable 
effects  upon  labor  efficiency,  for  on  January  1,  1940,  the  eight-hour  day 
was  restored,  at  least  as  a  theoretical  standard.  The  same  was  true  of 
overtime  bonuses.  In  February  1940  political  shock  troops  were  or- 
ganized in  all  the  factories  in  order  to  assure  the  safety  and  efficiency  of 
the  enterprise,  to  influence  and  "educate"  working  comrades,  and  to  act 
as  leaders  in  the  application  of  air-raid  precautions.  After  the  invasion  of 
Western  Europe,  thousands  of  women  were  engaged  to  serve  in  the  com- 
munications section  of  the  Army  in  the  occupied  areas.  Other  measures 
to  secure  an  extra  supply  of  labor  included  increased  employment  of 
home  labor,  the  extension  of  machine  processes,  devices  for  training  the 
blind  to  work  by  the  use  of  sound,  and  re-employment  of  elderly  men 
and  women  up  to  the  age  of  seventy.  There  is  definite  evidence  that  the 
High  Command  and  the  Economic  Defense  Council  co-operated  in  re- 
leasing, for  the  purpose  of  production,  such  military  manpower  as  could 
temporarily  be  spared  between  the  various  campaigns. 

As  for  the  financial  situation,  Hitler  revealed  in  his  Reichstag  address 
on  September  1,  1939,  that  the  sum  of  90  billion  marks  had  been  spent 
by  the  Reich  for  armaments  from  1933  to  1939.  A  decree  of  September  4, 
1939,  provided  for  the  financing  of  the  war  out  of  drastic  increases  of 
taxes  as  well  as  the  lowering  of  prices  and  wages,  a  50  per  cent  saving  on 
non-military  expenses,  and  short  and  long-term  borrowing.  In  practice, 
taxation  and  borrowing  were  of  much  greater  importance  than  the 
other  measures.  The  policy  of  issuing  Steuergutscheine  (tax  pre-payment 
certificates)  had  to  be  discontinued  on  November  1,  1939.  The  occupa- 
tion of  vast  territories  by  the  armed  forces  of  the  Reich  furnished  a  mo- 
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tive  for  expanding  the  money  circulation  either  directly  or  by  issuing 
special  currency,  such  as  the  Wehrmachtverpflichtungsscheine  and  "oc- 
cupation reichsmark." 

In  August  1940  Fritz  Reinhardt,  Assistant  Minister  of  Finance,  as- 
serted that  Germany's  principle  was  paying  for  the  war  as  it  went.  He 
said  that  the  tax  income  in  1939  was  23.6  billion  marks  compared  with 
6.8  billion  in  1933,  the  first  year  of  the  Hitler  era.  Early  in  1941  Director 
Schmidt  of  the  Deutsche  Bank  indicated  that  Germans  were  paying  an 
annual  wartime  tax  bill,  apparently  including  local  and  regional  taxes, 
of  34  billion  marks  out  of  a  national  income  of  some  100  billion;  for  the 
national  debt,  Schmidt  gave  a  figure  of  79  billion  marks.  Herr  Rein- 
hardt, in  a  statement  to  the  press  on  May  15,  194 1,  estimated  the  tax  re- 
ceipts in  1941-1942  at  30  billion,  and  the  total  revenue  of  the  Reich  at  40 
billion.  The  United  States  Department  of  Commerce  estimated  in  March 
1941  that  the  total  wartime  bill  of  Germany  was  running  at  the  annual 
rate  of  72  billion  marks,  not  including  the  costs  of  occupation  of  most 
of  Europe,  to  which  France  and  other  countries  had  to  contribute  vast 
sums. 

Price  control  and  currency  control  had  both  been  expanded  since  the 
outbreak  of  the  war  by  a  number  of  decrees,  which,  however,  did  no 
more  than  add  technical  details  to  the  policies  established  in  peacetime. 
One  of  these  was  significant  enough — the  proclamation  of  January  24, 
1941,  of  the  death  penalty  as  the  extreme  punishment  for  illegal  price- 
raising  and  wartime  profiteering.  According  to  the  Reich  Statistical 
Bureau,  the  general  wholesale  price  index  had  risen  from  105.7  m  me 
last  peace  year,  1938,  to  only  112.5  after  two  years  of  war.  The  same  source 
claimed  a  rise  of  the  index  of  the  cost  of  living  from  125.6  to  133.3  onty> 
during  the  same  period. 

When  the  Russian  campaign  put  the  Nazi  economy  under  a  heavy 
strain,  the  German  price  policy  was  partly  changed.  Price  increases  for 
non-rationed  goods  were  largely  permitted,  the  purpose  being  both  to 
guide  the  "excess"  purchasing  power  of  the  consumers  into  certain 
controllable  channels  and  to  increase  the  yield  of  war-profit  taxation. 

After  two  years  of  war,  on  August  30, 1941,  Herr  Reinhardt  indicated 
a  Reich  debt  of  101  billion,  including  52.5  billion  of  funded  debt.  This 
figure  was  almost  identical  with  the  military  expenditures  of  the  Reich 
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during  the  same  two  years'  period  (ioo  billion).  He  also  stated  that  the 
tax  income  of  the  Reich  in  the  fiscal  year  1941  was  31  billion.  In  the  fall 
of  1941,  he  offered  tax  exemption  for  "iron  savings,"  that  is,  savings 
which  were  to  be  frozen  until  one  year  after  the  end  of  the  war. 

Since  the  preparation  of  the  Russian  campaign,  the  share  of  borrow- 
ing, particularly  of  short-term  loans,  in  German  war  financing  had 
risen  rapidly,  and  so  had  the  note  circulation.  Industry  was  obliged  to 
pay  amortization  funds  into  the  treasury  rather  than  use  them  for  im- 
mediate replacements  and  renewals,  and  blocked  "post-war  investment 
balances"  were  established.  New  checks  on  profits  were  introduced  by 
raising  the  corporate  income  tax,  in  certain  cases  up  to  50  per  cent  of 
the  net  profits,  and  wartime  dividends  were  officially  held  down  to  a 
maximum  of  6  to  7  per  cent.  However,  important  loopholes  were  left, 
for  instance,  by  allowing  the  companies  in  such  fields  as  the  production 
of  substitute  materials  to  increase  their  capitalization  very  substantially. 
When  a  stock  boom  sprang  into  evidence  in  the  later  part  of  1941, 
largely  owing  to  inflationary  factors,  emphatic  measures  were  taken  to 
stop  these  price  advances.9 

The  Guiding  Principles  of  Wehrwirtschaft 

The  social  concept  underlying  German  economic  policies  had  been 
total  war.  Briefly  speaking,  this  meant  a  war  waged  with  all  the  existing 
human  and  material  resources  of  a  belligerent  nation,  as  distinguished 
from  warfare  confined  to  strictly  military  forces.  Although  it  may  be  said 
with  some  justification  that  early  in  human  history  primitive  peoples 
waged  total  wars,  any  comparison  between  their  times  and  ours  would  be 
useless.  Total  war  in  our  period  followed  upon  centuries  of  "partial"  war, 
and  involved  an  unprecedented  social  and  technical  machinery.  More- 
over, the  totalitarians  had  consciously  abandoned  the  traditional  bar- 
riers of  mores  and  set  up  a  new  code  of  war  morality:  Whatever  ap- 
peared to  foster  the  greatest  possible  destruction  of  lives  and  resources 
on  the  enemy  side  was  declared  to  serve  a  national  purpose  and  there- 
fore to  be  moral,  regardless  of  the  traditional  rules  of  international  law, 
ethics,  religion,  or  simply  contemporary  civilization.  There  are  few,  if 
any,  analogous  historical  instances  of  such  complete  utilization  of  all 

9  German  wartime  policies  in  occupied  countries  are  dealt  with  in  Chapter  V. 
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available  means  and  resources  for  the  purpose  of  war.  The  utilization 
of  modern  economic  organization  for  war  ends  inevitably  involved,  in 
the  long  run,  all  the  fields  of  social  life.  The  chief  new  principles  of  eco- 
nomic policy  which  have  developed  under  a  prolonged  period  of  mili- 
tary economy,  first  in  Germany  and  then  in  various  other  countries,  may 
be  described  as  follows: 

(i)  Priority  of  Armament  Production.  In  order  to  achieve  this,  the 
government  must  control  all  production  in  one  way  or  another.  Modern 
armaments  in  the  broadest  sense  include  the  means  of  communication 
relevant  for  warfare,  equipment  for  motorization  of  armed  forces,  etc. 
In  the  competitive  economy  the  satisfaction  of  consumers'  demands 
(insofar  as  they  are  supported  by  purchasing  power)  is  the  declared  aim 
of  production.  The  chief  aim  of  military  economy,  however,  is  "extra- 
economic'  ' — the  highest  possible  efficiency  of  the  military  machine. 

The  principle  of  "war-relevance,"  as  opposed  to  "profit-relevance," 
increasingly  came  to  dominate  production,  although  in  the  earlier  phases 
of  military  economy  it  was  believed  possible  that  business  profits  could 
be  maintained  and  even  increased  by  armament  orders.  Gradually  "war- 
relevance"  displaced  all  the  other  yardsticks  of  production,  and  with  the 
transition  toward  full  war  economy  price  problems  became  secondary 
compared  with  quantitative  production  problems. 

A.  C.  Pigou,  in  his  Political  Economy  of  War  (1921  and  1941),  dis- 
tinguished the  following  methods  by  which  the  state  influenced  produc- 
tion for  war  ends:  (a)  Influence  upon  private  consumption  through 
propaganda,  taxes,  etc.  (b)  Price  regulation,  (c)  Control  of  labor  place- 
ment, (d)  Prohibition  of  foreign  orders,  (e)  Influence  on  the  volume  and 
direction  of  credit,  (f )  Direct  state  management  of  industries,  (g)  Sub- 
sidies, control  of  foreign  trade,  and  influence  on  investments. 

This  list  includes  the  majority  of  recent  policies  employed  in  almost 
every  belligerent  country  for  the  same  purpose.  Yet  the  growing  degree 
of  technical  and  economic  organization,  as  well  as  the  methods  of  to- 
talitarian government  in  a  number  of  countries,  had  changed  many  of 
the  conditions  underlying  these  policies.  Moreover,  the  transport  system 
of  most  regions  had  expanded  tremendously  and  had  at  the  same  time  be- 
come more  centralized.  The  governments  now  had  much  more  effective 
means  at  hand  to  secure  the  priority  of  arms  production  than  ever  before. 
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(2)  Industrialization.  In  order  to  secure  the  current  output  of  arma- 
ments on  the  greatest  possible  scale,  productive  capacity  must  be  en- 
larged as  much  as  possible,  without  regard  to  profit  expectations.  The 
government  was  the  only  consumer  of  armament  goods.  It  had  either 
to  raise  the  profits  for  private  employers  to  such  an  extent  as  to  en- 
courage investments  far  beyond  the  current  or  long-run  trends  of  private 
demand,  or  to  provide  for  new  industrialization  largely  from  public 
funds. 

This  trend  toward  industrialization,  often  linked  with  technological 
change,  has  been  common  to  military  economy  in  all  countries,  regard- 
less of  wide  differences  in  their  economic  and  political  systems.  In  the 
long  run,  it  may  turn  out  to  be  the  most  important  feature  of  the  re- 
cent economic  period,  for  it  has  perhaps  matched,  if  not  exceeded,  rela- 
tively speaking,  the  intensity  and  technical  progress  of  the  era  of  the 
great  Industrial  Revolution.  It  is  not  accidental  that  the  German  labor 
conditions  under  Wehrwirtschaft  remind  us  of  that  period.  Yet  there 
was  a  scarcity  of  labor  this  time,  where  that  period  saw  a  labor  surplus. 
The  result  was  a  new  wave  of  "rationalization."  The  latter  differed 
widely  from  that  of  the  nineteen-twenties,  the  profit  motive  having  been 
largely  replaced  by  requirements  of  military  efficiency.  From  the  busi- 
ness point  of  view  much  of  this  new  "rationalization"  has  been  a  retro- 
gression in  economic  methods.  But  some  results  of  this  development, 
such  as  a  greater  standardization  of  production,  may  be  of  lasting  value. 

Although  many  of  the  new  plants  and  procedures  are  bound  to  be 
useless  for  a  later  period,  a  considerable  number  are  likely  to  survive. 
This  is  particularly  true  of  synthetic  raw  materials,  such  as  plastics  and 
synthetic  rubber.  It  is  well  known  that  the  fixation  of  nitrogen  was  first 
employed  on  a  large  scale  during  the  First  World  War,  and  this  process, 
of  course,  survived.  Many  aircraft  and  tank  plants  built  in  the  Second 
World  War  are  capable  of  being  shifted  to  the  production  of  peacetime 
goods  without  much  difficulty.  In  the  course  of  the  war  a  great  many  in- 
dustries have  been  destroyed  in  the  belligerent  countries,  and  a  short 
period  of  technical  retrogression  has  been  forecast  by  a  number  of  ob- 
servers. However,  the  quantitative  industrial  capacity  of  the  nations  has 
been  enormously  increased.  This  applies  equally  to  a  number  of  back- 
ward countries  where  industries  have  been  built  up  by  allies  or  con- 
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querors.  This  had  been  Germany's  endeavor  in  the  Balkans,  for  instance, 
even  before  the  war. 

(3)  Self-sufficiency.  A  military  economy  cannot  afford  to  let  any 
war-relevant  material  become  scarce.  The  question  of  what  is  war- 
relevant  cannot  be  answered  in  a  general  way.  It  depends  for  each  coun- 
try on  various  factors:  (a)  natural  resources,  (b)  the  manpower  and 
capital  reserves  available  for  an  expanding  utilization  of  these  resources, 
(c)  the  level  of  military  and  industrial  technology  and  the  correspond- 
ing need  for  raw  materials,  (d)  the  nutrition  and  general  consumption 
habits  of  the  population  and  the  latter's  willingness  to  submit  to  sacri- 
fices, (e)  the  geographic  situation  of  the  country  and  her  ability  to  dom- 
inate the  essential  lines  of  communication,  (f)  the  economic  and  mili- 
tary resources  of  current  and  potential  allies,  and  of  conquered  countries. 

Hence,  self-sufficiency  is  by  no  means  a  purely  economic  term.  It  de- 
pends largely  on  the  mood  of  the  population  and  the  diplomatic  situa- 
tion. Neither  Italy  nor  Germany  ever  believed  in  fact  in  the  possibility 
of  an  absolute  and  permanent  "autarchy"  of  their  countries.  They  aimed 
at  a  relative  self-sufficiency  in  war  essentials. 

With  the  establishment  of  military  economy,  the  consumer  was  no 
longer  free  to  decide  individually  what  he  needed  or  could  afford;  the 
government  decided  what  he  should  be  allowed  to  receive.  His  require- 
ments became  secondary  to  those  of  the  state  and  the  armed  forces.  Self- 
sufficiency  in  its  widest  sense  became  an  objective  of  economic  policy 
during  the  brief  period  of  pre-war  preparedness  even  in  France  and  Brit- 
ain, though  the  conditions  prevailing  there  made  it  less  radical  than  in 
the  "have-not"  countries.  Government  encouragement  and  financing  of 
technical  changes  beyond  the  range  of  interests  of  private  business  pro- 
duced a  few  useful  discoveries  and  inventions  amidst  widespread  waste 
from  the  standpoint  of  future  peace  requirements. 

The  trend  toward  self-sufficiency  caused  enormous  changes  in  agri- 
culture. In  Nazi  Germany  it  was  difficult  to  distinguish  clearly  between 
the  motive  of  preparedness  on  the  one  hand,  and  the  "blood  and  soil" 
ideology  and  the  older  methods  of  state  intervention  on  the  other.  It 
is  fair,  however,  to  assume  that  the  Reichsnahr stand  was  established 
primarily  with  a  view  to  organizing  German  agriculture  for  war.  It  set 
up  regulations  with  few,  if  any,  loopholes.  It  controlled  production,  dis- 
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tribution,  prices,  and  profits.  Private  initiative  was  almost  completely 
eliminated  from  the  entire  field.  Certain  categories  of  owners  were  pre- 
vented from  either  selling  their  estates  or  migrating  to  the  cities,  and 
mortgages  were  in  many  cases  made  impossible.  However,  both  Dr. 
Reischle,  a  leading  official  of  the  Reich sridhr stand,  and  the  Reich  Insti- 
tute for  Business  Research  stated  in  1939  that  German  agriculture  earned 
at  least  45  per  cent  less  than  what  would  be  required  to  give  it  any  profit. 

Moreover,  the  success  from  a  military  standpoint  of  self-sufficiency  in 
Germany  was  rather  doubtful.  Bureaucratic  orders  that  involved  arbi- 
trary shifts  in  production,  military  and  industrial  mobilization,  and  the 
"flight  from  the  land"  of  thousands  of  people  because  of  unprofitable 
conditions,  caused  a  pressing  deficit  of  laborers.  Such  measures  as  the  en- 
couragement of  the  immigration  of  foreign  (especially  Italian)  laborers, 
compulsory  agricultural  service  by  students  of  both  sexes,  and  later  com- 
pulsory re-migration  from  industrial  to  rural  areas  were  not  sufficient 
to  cover  the  deficit.  It  was  later  diminished  in  part  by  the  compulsory 
importation  of  labor  from  the  conquered  countries. 

(4)  Full  Utilization  of  Idle  Resources.  The  phase  of  capitalism  im- 
mediately preceding  military  economy  was  characterized,  in  Germany 
and  elsewhere,  by  widespread  unemployment  which  did  not  entirely 
disappear  even  during  periods  of  prosperity.  At  the  same  time,  a  con- 
siderable portion  of  the  capital  resources,  in  the  form  of  productive 
goods  or  of  money,  went  unutilized.  In  many  cases,  factories  were 
closed;  roads  and  rails  deteriorated  from  disuse;  vast  areas  of  agricul- 
tural land  were  denuded  by  soil  erosion;  large  funds  were  diverted  from 
productive  channels,  either  to  become  "hot  money,"  or  to  be  hoarded, 
or  to  be  put  into  savings  deposits  (often  without  interest)  which  the 
credit  institutions  were  unable  to  utilize. 

An  economy  that  has  set  war  efficiency  as  its  primary  aim  cannot  afford 
to  let  resources  lie  idle.  Total  preparedness  necessarily  involves  an  effort 
directed  toward  the  greatest  possible  production  of  war-relevant  goods. 
Profits,  wages,  and  private  consumption  must  sooner  or  later  become 
secondary.  It  would  clearly  have  been  pointless  for  nations  to  foster  new 
industrialization  as  long  as  existing  but  dormant  means  of  production 
could  be  utilized  for  war  aims. 

However,  no  country  succeeded  in  mobilizing  idle  resources  on  a 
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large  scale  simply  by  stimulating  private  initiative.  The  reliance  upon 
the  system  of  shadow  industries  10  even  in  England  did  not  survive  the 
beginnings  of  real  economic  rearmament.  The  methods  employed  for 
utilizing  idle  resources  in  Germany  were,  first,  expansion  of  the  volume 
of  credit  through  public  orders  (without  necessarily,  or  immediately, 
entailing  inflation),  and  second,  a  reduction  of  the  level  of  real  wages, 
thus  securing  a  larger  amount  of  labor  for  the  same  national  wage-sum. 
This  policy  resulted  in  an  increased  national  output,  a  certain  rise  in  the 
standard  of  living  of  formerly  unemployed  workers,  larger  public  or- 
ders, and  a  brighter  profit  outlook  for  certain  branches  of  business,  and 
a  moderate  decline  in  income  for  many  of  those  workers  who  had 
been  regularly  employed  before  the  new  economic  policy  was  intro- 
duced. 

As  the  reserves  of  idle  resources  disappeared,  the  aim  of  the  economic 
policy  of  most  countries  changed,  under  the  impact  of  international  ten- 
sions, from  that  of  securing  a  satisfactory  level  of  private  consumption 
for  everyone  (even  though  in  practice  this  had  never  been  fulfilled)  to 
that  of  securing  the  greatest  technological  utilization  of  labor  and  capi- 
tal resources.  The  difference  between  the  reduced  private  consumption 
and  increased  total  production  was  seized  by  the  state  and  turned  into 
armaments,  although  this  necessitated  in  fact  far-reaching  qualitative 
adjustments. 

(5)  Trend  Toward  Compulsory  Labor,  In  Germany,  the  Nazis  had 
held  the  share  of  the  workers  in  the  national  income  as  low  as  possible, 
although  their  producing  power  was  being  fully  utilized.  This  involved 
a  policy  of  low  wages,  so  as  to  keep  down  the  demand  for  consumption 
goods ;  it  involved  also  long  working  hours,  and,  of  course,  elimination 
of  all  strikes.  Moreover,  unnecessary  shifts  in  occupation  and  domicile 
were  made  impossible,  and  so  was  competition  for  labor  between  fac- 
tories. 

The  fact  that  the  Nazis  came  into  power  in  the  period  of  low  wages 
following  the  slump  of  1932  contributed  largely  to  the  quick  establish- 
ment of  their  Wehrwirtschaft,  for  all  that  they  had  to  do  was  to  maintain 
the  low  level  of  wages  during  the  following  period  of  growing  employ- 

10  See  Chapter  II. 
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ment.  Emil  Lederer  has  indicated  what  proportion  of  the  real  wage  in 
Germany  went  into  financing  the  rearmament.11 

The  Nazi  labor  policy  brought  compulsory  placement  and  compulsory 
settlement  of  labor  disputes.  However,  even  compulsion  was  bound  to 
prove  inadequate  in  the  face  of  a  growing  scarcity  of  raw  materials.  Re- 
duced efficiency  resulted  to  some  extent  from  the  prolonged  strain  on 
labor  growing  out  of  the  extension  of  working  hours  and  poor  nutrition. 
Physical  and  psychological  weariness  threatened  at  times  to  frustrate  the 
whole  trend  toward  slave  labor,  and  to  increase  the  scarcity  of  manpower. 
Arbeitsfreude  (gladness  to  work),  which  necessarily  plays  a  large  part 
in  economic  war  efficiency,  is  closely  dependent  upon  the  general  feel- 
ing of  the  working  classes  toward  the  social  system,  the  government,  and 
the  concrete  aims  of  the  war. 

The  increase  in  military  preparedness  in  Germany  since  1933  had  ab- 
sorbed increasing  numbers  of  efficient  workers,  and  as  labor  became 
more  scarce,  reserves  were  drawn  from  the  women,  and  from  the  young 
and  old.  The  whole  labor  policy  meant  the  elimination  of  the  free  la- 
bor market,  of  collective  bargaining  (unless  dictated  by  the  govern- 
ment), and  above  all,  of  independent  trade  unions.  Voluntary  labor 
service  gradually  received  a  compulsory  character.  Matthew  Woll  of 
the  American  Federation  of  Labor  likened  the  labor  regulation  of  the 
German  Wehrwirtschajt  to  "a  company  union  on  a  grand  scale." 

On  the  other  hand,  the  mere  fact  of  getting  work,  and  steady  work3 
no  matter  at  what  conditions,  exerted  a  tremendous  influence  on  the 
frame  of  mind  of  the  working  people.  Otto  D.  Tolischus  wrote  in  a  Berlin 
report  to  the  New  Yor\  Times  in  the  spring  of  1939  that  this  fact  "re- 
stores the  self-respect  of  the  unemployed  worker  before  himself,  his  wife 
and  children."  It  should  not  be  overlooked  that  such  a  worker  was  liable 
to  look  upon  his  job  as  necessarily  bound  up  with  preparedness  or  war- 
fare. 

A  highly  important  factor  in  shaping  the  German  labor  policy  was 
the  consideration  of  the  "potential  army  quota,"  which  Hans  Speier  de- 

11  "Who  Pays  for  German  Armament?",  Social  Research,  February,  1938.  See  also  Otto 
Nathan,  "Consumption  in  Germany  During  the  Period  of  Rearmament,"  Quarterly  Journal  of 
Economics,  May,  1942.  Franz  Neumann,  Behemoth:  The  Structure  and  Practice  of  National 
Socialism  (New  York,  1942)  passim. 
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fined  as  "the  number  of  workers  in  a  given  industry  who  can  be  mobi- 
lized for  military  service  without  interrupting  the  functioning  of  the  eco- 
nomic system."  12  The  scarcity  of  skilled  labor,  which  arose  in  Germany 
in  the  early  phases  of  her  military  economy,  became  more  and  more 
acute  in  later  phases  of  development,  for  the  need  of  the  armed  forces  for 
specialists  was  just  as  urgent  as  that  of  the  war  industries. 

(6)  "Compulsory  Business"  Although  in  certain  countries  business 
circles  admired  the  "nationalization"  of  the  trade  unions  by  the  Nazi 
Government,  they  need  only  have  looked  at  German  commerce  and  in- 
dustry to  realize  the  scope  of  the  changes  wrought  by  Wehrwirtschaft 
in  business  itself.  While  certain  of  these  developments  in  the  Third  Reich 
were  due  to  the  totalitarian  regime  as  such,  others  were  general  con- 
sequences of  a  prolonged  period  of  military  economy. 

Two  misunderstandings  should  be  avoided  in  analyzing  this  new 
phase  of  German  economic  life.  First,  there  is  the  notion  that  Wehrwirt- 
schaft meant  virtual  socialism,  and  second,  that  it  meant  nothing  but  an 
unrestricted,  ruthless  capitalism.  It  did  not  mean  socialism,  because, 
quite  apart  from  other  differences,  it  maintained  private  ownership  of 
the  means  of  production.  Neither  did  it  mean  capitalism  in  any  tradi- 
tional sense,  for  it  subjected  private  ownership  to  a  regimentation  that 
contradicted  in  many  cases  the  wishes  and  interests  of  the  individual 
employer,  and  it  was  guided  by  principles  that  were  frequently  opposed 
to  private  profit. 

The  leaders  of  National  Socialism  were  not  willing  to  tolerate  sub- 
stantial open  conflicts  betweeen  group  interests  once  preparedness  be- 
came the  guiding  principle  of  national  policy.  These  interests  were  co- 
ordinated, frequently  enough  against  the  will  of  individual  employers, 
by  the  same  government  which  had  originally  risen  to  power  with  the 
support  of  large  sections  of  business.  It  is  widely  known  that  Hindenburg 
and  Thyssen  acted  on  behalf  of  the  great  majority  of  the  German  upper 
classes  when  they  set  up  the  Nazi  Government.  However,  this  did  not 
prevent  the  different  branches  of  business  and  thousands  of  individual 
employers  from  being  subjected  to  the  most  disagreeable  measures  of 
intervention  by  the  government.  Although  the  Nazi  regime  represented 
a  kind  of  "collective  capitalism,"  it  also  involved  a  powerful  bureaucratic 

12  "Class  Structure  and  'Total  War,'  "  American  Sociological  Review,  June,  1939. 
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oppression  machinery,  operating  largely  under  its  own  laws  of  ac- 
tion. 

It  is  an  open  question  how  far  and  how  long  a  Fascist  Government, 
once  in  power,  will  continue  to  represent  the  common  interests,  or  phi- 
losophy, of  the  upper  classes.  It  is  beyond  question  that  the  individual  em- 
ployer in  Germany,  and  as  time  went  on  the  whole  of  German  business, 
had  to  sacrifice  fundamental  institutions  of  the  competitive  economy 
such  as  free  investment,  a  free  labor  market,  and  even  free  consumption. 
What  private  initiative  remained  was  a  mere  token,  if  not  a  trick  of  the 
government  to  make  the  employer  share  in  public  responsibilities.  Com- 
pulsory labor  had  found  its  counterpart  in  "compulsory  business." 

We  can  deal  here  only  very  briefly  with  the  specific  methods  of  gov- 
ernment intervention  used  in  Germany  after  1933  to  direct  business  ac- 
tivity in  accordance  with  preparedness  ends. 

(a)  Price  Control.  Maximum  prices  were  established  to  prevent  un- 
controlled burdens  upon  the  consumers,  although  in  some  cases  min- 
imum prices  were  fixed  in  order  to  restrict  consumption.  Both  the  old 
market  mechanism  and  any  basis  for  genuine  business  calculation  were 
virtually  abolished.  The  usual  purpose  of  price  control  was  to  restrict  the 
ill-effects  upon  the  consumer  of  the  increasing  circulation  of  money  and 
the  orientation  of  production  toward  war  needs.  In  Germany  this  was 
successful  under  Wehrwirtschaft  to  a  much  greater  extent  than  during 
the  First  World  War. 

The  Nazis  did  not  believe  that  an  effective  system  of  price  control 
could  be  established  or  made  to  work  reliably  over  a  long  period  with- 
out political  terrorism.  Among  the  indispensable  functions  of  the  gov- 
ernment in  successfully  maintaining  an  artificial  limitation  on  the  price 
level  they  included  the  following:  First,  the  government  should  cover  a 
considerable  number  of  business  deficits  by  subsidies;  second,  it  should 
consciously  eliminate  large  sections  of  small  business ;  third,  it  should  act 
as  a  key  consumer  itself;  and  fourth,  it  should  in  large  part  replace 
private  business  as  an  investor.  It  is  clear  that  price  control  was  not  con- 
ceived by  them  as  an  isolated  economic  method  of  preparedness,  but 
rather  as  one  among  many  policies  all  having  the  same  end. 

(b)  Location  of  industries.  In  countries  where  investment  control  was 
introduced,  this  was  in  itself  a  powerful  means  of  influencing  the  location 
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of  new  industries.  Even  where  private  initiative  survived,  the  location 
of  new  plants  and  sometimes  even  of  those  already  in  existence,  was  in 
increasing  measure  directed  by  the  government  in  accordance  with  the 
needs  of  military  supply,  protection  against  air-raids,  etc.  Such  needs 
were  not  necessarily  in  line  with  the  profit  motive,  which  is  more  con- 
cerned with  an  adjustment  of  location  to  consumption,  raw  materials, 
power  resources,  and  communications.  Some  of  the  Polish  metal  works 
were  transferred  in  the  'thirties  eastward  from  their  coal  supply  in  Upper 
Silesia  to  a  newly  created  center  on  the  San  River  (in  vain,  as  we  have 
since  seen),  and  German  works  were  moved  from  the  Rhineland  to 
Brandenburg.  In  very  rare  cases  such  transfers  corrected  previous  mis- 
takes of  management.  As  a  rule,  they  entailed  enormous  costs  for  the 
purpose  of  shifting  to  a  district  with  much  worse  economic  conditions 
of  production.  In  England  a  compromise  was  attempted,  but  with  little 
success.  The  transfer  of  large  industries  from  the  crowded  East  Coast  to 
the  "distressed  areas"  of  South  Wales  and  Lancashire  met  with  resistance 
from  both  military  and  business  circles. 

(c)  Storage  and  stockpiles.  In  many  cases  the  government  compelled 
private  business  even  in  peacetime  to  maintain  stocks  of  goods  far  ex- 
ceeding the  usual  quantities.  Certain  countries,  such  as  Switzerland,  tried 
whenever  possible  to  shift  the  burden  of  storing  goods  from  business  to 
the  consumers.  Excessive  storage  very  often  involved  the  employment 
of  additional  staff  for  unproductive  purposes,  the  loss  of  interest  on  the 
capital  invested,  and  sometimes  the  construction  of  additional  storage 
facilities.  Moreover,  the  limits  of  storage,  compared  with  the  needs  of 
modern  consumption,  remained  necessarily  very  narrow,  especially  in 
the  war  industries. 

A  completely  different  storage  scheme  was  drafted  in  1938  by  J.  M. 
Keynes.  He  wanted  to  make  Great  Britain  "the  Empire's  Warehouse." 
He  proposed  that  instead  of  making  insignificant  purchases  under  the 
Essential  Commodities  Reserves  Act  the  government  should  offer  free 
storage  of  goods  like  wheat,  rubber,  and  cotton  to  all  Empire  producers. 
The  resultant  stocks  would  be  used  as  a  war  reserve  which  might  at  the 
same  time  replace  a  part  of  the  gold  held  by  the  Exchange  Equalization 
Fund,  and  would  also  serve  to  steady  the  world  markets  for  the  goods 
concerned.  Preparedness,  therefore,  was  to  be  an  occasion  for  instituting 
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much  more  far-reaching  economic  policies.  This  plan  was  widely  dis- 
cussed in  England,  but  was  overtaken  by  events. 

(7)  Decreasing  Role  of  "Finance."  For  years  it  had  been  predicted  that 
military  economy  was  bound  to  fail  in  the  long  run  because  of  the  unbear- 
able financial  strain  involved.  This  corresponded  to  the  widespread  opin- 
ion during  the  first  few  months  of  the  First  World  War  that  warfare 
could  not  last  longer  than  a  few  weeks  because  nobody  would  be  able  to 
pay  for  it.  The  lesson  of  Wehrwirtschaft,  however,  has  been  that  financial 
factors  as  such  have  lost  a  good  deal  of  their  importance.  More  exactly, 
recent  economic  policies  have  tended  to  reveal  the  real  nature  of  these 
factors — that  of  a  mere  technique,  or  else  an  indicator  of  actual  shifts  in 
the  standard  of  living  of  the  people. 

Germany  financed  her  program  of  rearmament  up  to  the  outbreak  of 
war  in  1939  from  the  following  sources:  (a)  An  increased  public  debt 
(it  rose  from  24.3  billion  marks  early  in  1933  when  Hitler  came  to  power 
to  approximately  60  billion  six  years  later) ;  (b)  increased  tax  revenues; 
(c)  savings  on  relief  due  to  reduction  of  unemployment;  and  (d)  an  in- 
crease in  currency  circulation.  A  total  estimated  at  80  billion  marks  could 
therefore  be  made  available  for  peacetime  rearmament  without  employ- 
ing any  really  new  methods,  with  only  10  billion  resulting  from  financial 
innovations. 

A  great  deal  of  the  theoretical  pre-war  discussion  about  war  finance, 
especially  in  England,  dealt  with  the  comparative  effects  of  taxation, 
borrowing,  and  credit  expansion  as  the  chief  methods  of  financing  arma- 
ments. Recent  experiences  have  largely  reduced  the  importance  of  this 
issue.  Nazi  Germany  employed  all  these  methods  simultaneously  and 
considered  it  a  question  of  technique  rather  than  principle  as  to  whether 
it  should  lay  stress  at  any  given  moment  on  the  first,  second,  or  third.  As 
a  matter  of  fact,  even  after  the  First  World  War,  the  loans  of  several 
governments  were  not  repaid,  so  that  their  actual  effect  did  not  differ 
essentially  from  that  of  taxes  (including  taxes  imposed  on  foreign  popu- 
lations, in  the  case  of  foreign  debts),  although  the  distribution  of  the 
burden  was  often  different.  As  to  credit  expansion,  once  it  crossed  the 
flexible  border  of  inflation,  its  effect,  if  not  its  purpose,  was  the  same  as 
that  of  taxation — the  reduction  of  the  real  incomes  and  consumption  of 
the  mass  of  the  population. 
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Various  attempts  have  been  made  in  the  past  to  define  and  calculate 
the  "costs"  of  armaments  and  wars.  E.  L.  Bogart,  for  example,  estimated 
the  costs  of  the  First  World  War  to  be  $186,000,000,000  as  compared  with 
$15,000,000,000  for  all  the  Napoleonic  wars.13  For  the  United  States, 
}.  M.  Clark  calculated  the  budgetary  costs  of  the  First  World  War  at 
$37,574,000,000  up  to  June  30,  1929  (thus  excluding  the  veterans' 
bonus).14 

Clark,  however,  as  well  as  other  authors,  laid  stress  on  certain  "invis- 
ible costs"  of  preparedness  and  war.  These  included:  First,  budgetary 
outlays  in  such  fields  as  propaganda,  education,  and  agriculture,  insofar 
as  they  were  influenced  by  military  considerations;  second,  though  sec- 
ond to  nothing  from  the  ethical  point  of  view,  the  incalculable  sacrifices 
in  terms  of  welfare,  health,  and  happiness  for  both  combatants  and  ci- 
vilians; third,  "wasteful  substitution,"  such,  for  example,  as  the  use  of 
inferior  synthetic  goods  instead  of  the  natural  products  that  were  plen- 
tiful on  the  world  markets;  and  fourth,  the  social  loss  resulting  from 
premature  exhaustion  of  manpower  and  raw  materials.  Fritz  Lehmann 
has  defined  these  costs  as  "the  decline  in  consumable  output,  the  increase 
in  the  efforts  of  the  population,  the  reduction  in  new  investments  for 
peacetime  purposes  and  the  consumption  of  existing  wealth."  15 

The  positive  counterpart  of  the  costs  of  war,  to  which  we  have  already 
pointed,  was  a  mobilization  of  resources  which  otherwise  might  have  re- 
mained idle.  Yet  nobody  believes  any  longer  that  "la  guerre  nourrit  la 
guerre!'  Keynes,  in  his  Treatise  on  Money ^  indicated  three  potential 
sources  for  financing  armaments:  (a)  Reducing  nominal  wages  while 
maintaining  the  price  level;  (b)  raising  prices  faster  than  wages;  and 
(c)  taxing  the  proceeds  of  the  productive  factors.  Other  authors  have  em- 
phasized that  military  economy  meant  largely  a  return  to  payments  in 
kind,  and  that  war  finance  was  in  fact  an  indirect  method  of  controlling 
national  distribution  and  consumption.  The  belief  that  borrowing,  as 
distinguished  from  other  methods,  postpones  the  charge  to  future  gen- 
erations has  lost  credit;  nobody  can  spend  resources  that  do  not  yet  exist. 

13  Direct  and  Indirect  Costs  of  the  Great  World  War  (New  York,  1920),  p.  299. 

14  The  Costs  of  the  World  War  to  the  American  People  (New  Haven,  1931),  p.  297. 

15  War  in  Our  Time,  ed.  Hans  Speier  and  Alfred  Kahler  (New  York,  1939),  p.  185.  By  per- 
mission of  W.  W.  Norton  &  Co.,  publishers. 

16  (London,  1934),  II,  172. 
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The  truth  is,  however,  that  borrowing  for  preparedness  tends  to  reduce 
investment  for  peaceful  ends,  and  that  the  amount  of  productive  capital 
to  be  inherited  by  future  generations  is  thus  diminished.  This  considera- 
tion induced  Pigou  to  regard  any  expenditure  for  armaments  as  virtually 
inflationary.  Here  again  we  see  how  little  meaning  was  left  in  the  tradi- 
tional distinctions  between  taxation,  borrowing,  and  inflation. 

Ernst  Wagemann,  subsequently  the  chairman  of  the  Reich  Institute 
for  Business  Research,  confessed  as  early  as  1923,  "If  paper  bills  are  ac- 
cepted for  payment  all  over  the  world,  then  money  supply  in  wartime 
offers  no  problem."  17  This  was  an  unmistakable  indication  that  he  con- 
sidered inflation  a  possible  basis  of  German  war  finance  in  the  future. 
Occasionally,  however,  the  old  discussion  of  the  best  method  of  financing 
armaments  was  revived.  In  January  1939  Reginald  MacKenna  warned 
the  British  Government  that  an  increase  in  taxation  would  be  disastrous, 
whereas  borrowing  for  armaments  would  create  jobs.  This  was  just  prior 
to  a  gigantic  increase  in  both  taxes  and  loans  for  preparedness  purposes! 

It  is  clear  that  as  soon  as  the  limits  of  mobilizing  genuine  idle  resources 
were  reached  and  passed,  any  specific  financial  policy  directed  toward 
preparedness  could  have  but  one  effect:  that  of  restricting  the  standard 
of  living,  and  directing  the  largest  possible  share  of  national  income,  no 
matter  how  this  may  be  defined,  into  government  armament  funds. 
With  the  expansion  of  state  intervention  culminating  in  outright  con- 
trol of  economic  life,  the  financial  aspect  became  more  and  more  a  spe- 
cific technique  of  expressing  the  actual  orientation  of  economic  policies, 
which  was  in  the  last  resort  identical  with  directing  all  available  national 
resources  toward  direct  or  indirect  forms  of  armament. 

(8)  Interruption  of  Business  Cycle  Movements.  Business  cycles  in 
many  countries  continued  to  be  considered  as  "natural"  phenomena, 
and  their  laws  continued  to  be  analyzed  as  something  durable,  if  not 
eternal.  Yet  the  significance  and  trend  of  business  fluctuations  shifted 
rapidly  when  preparedness  became  the  guiding  criterion  of  economic 
policies.  Although  our  experience  in  this  respect  has  been  too  short  to 
justify  far-reaching  theoretical  conclusions,  it  appears  probable  that  the 
old  concepts  of  prosperity  and  depression  are  no  longer  applicable  to  re- 

17  Allgemeine  Geldlehre  (Jena,  1923),  I,  284.  This  book  was  published  in  a  period  of  unprece- 
dented monetary  inflation  in  Germany. 
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cent  developments  in  Germany,  and  perhaps  in  other  parts  of  the  world 
as  well. 

While  many  technical  or  statistical  terms  used  in  the  old  period  were 
still  maintained  under  Wehrwirtschaft,  their  meaning  underwent  im- 
portant changes.  Under  the  former  system  an  increase  in  production  was 
usually  a  definite  sign  of  increasing  prosperity  insofar  as  it  indicated  both 
rising  profits  and  wages.  Under  the  new  policies,  a  growth  in  production 
was  compatible  with  a  constant  deterioration  of  real  wages  and  of  the 
general  standard  of  living.  Formerly,  prosperity  meant  a  period  of  grow- 
ing private  investment.  Under  the  Nazi  system,  both  the  amount  and 
direction  of  investment  became  dependent  on  the  political  aims  of  the 
government,  which  could  restrict  it  temporarily,  or  even  permanently, 
in  the  midst  of  the  so-called  prosperity.  Formerly,  increasing  production 
was,  as  a  rule,  linked  with  growing  foreign  trade.  Under  Wehrwirtschaft 
one  of  the  objects  of  increasing  production  was  to  displace  foreign  trade 
as  much  as  possible.  As  long  as  peace  lasted,  however,  this  proved  diffi- 
cult to  maintain  in  actual  practice. 

Growing  stocks  of  goods  were  no  longer  necessarily  considered  a  fore- 
runner of  a  crisis.  The  German  price  level  was  more  and  more  isolated 
from  the  general  business  trend  owing  to  the  influence  of  state  policies, 
and  the  stock  exchange  followed  the  financial  needs  of  the  government 
rather  than  business  expectations.  While  some  of  the  usual  features  of 
prosperity  sprang  up,  others  failed  to  appear,  and  there  was  evidently 
little  sense  in  applying  the  traditional  meaning  of  "prosperity"  or  "de- 
pression" to  such  a  state  of  affairs,  or  in  asking  whether  "genuine"  pros- 
perity had  arisen. 

The  lengthy  theoretical  discussion  that  had  taken  place  about  inflation 
vs.  deflation  became  obsolete  under  Wehrwirtschaft.  Originally,  the  pur- 
pose of  both  had  been  to  re-establish  prosperity  by  lowering  wages  and 
restoring  business  profits,  deflation  being  a  direct  way  of  reaching  what 
inflation  achieved  indirectly.  Under  Wehrwirtschaft,  the  primary  aim 
became  a  high  "profit"  for  the  government,  and  an  increase  in  money 
circulation  was  but  one  among  several  methods  of  lowering  the  standard 
of  living.  Even  in  other  countries,  disputes  about  government  spending 
ceased  once  the  latter  no  longer  served  prosperity  but  preparedness. 

A  general  feeling  of  insecurity  arose  in  Europe  during  the  later  'thirties 
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owing  to  prolonged  economic  fluctuations  and  the  growing  danger  of 
war.  The  general  anticipation  of  long-lasting  prosperity  and  stability 
that  was  typical  of  the  'twenties  in  many  countries  had  disappeared  dur- 
ing the  following  decade,  even  in  periods  of  comparatively  good  busi- 
ness, and  this  influenced  both  investment  and  the  population  trend  un- 
favorably. 

The  "miracle"  of  Nazi  prosperity,  as  a  leading  American  industrialist 
called  it  early  in  1939,  could  largely  be  reduced  to  the  commonplace 
miracles  of  any  economic  policy  directed  toward  war  purposes:  The 
traditional  obstacles  to  employing  idle  resources  were  eliminated  as  soon 
as  preparedness  was  recognized  as  the  guiding  principle.  However,  that 
deceptive  generalizing  concept,  "national  income,"  hid  the  true  develop- 
ment. That  portion  of  the  income  which  was  controlled  by  the  state  in- 
creased enormously  and  was  invested  in  steel,  concrete,  and  explosives, 
while  that  portion  which  was  devoted  to  private  consumption  dimin- 
ished. Moreover,  in  Germany's  case,  the  conquest  or  control  of  other 
countries,  and  frequently  the  premature  exhaustion  of  their  resources, 
played  an  important  part  in  supporting  the  military  economy.  For  in- 
stance, the  first  economic  measure  of  the  Nazis  after  invading  Austria 
and  Czechoslovakia  was  to  transfer  their  gold  stocks  to  Berlin,  and  the 
ruthless  exploitation  of  the  timber  resources  of  these  countries  was  even 
more  significant. 

New  potential  "disproportionalities"  arose  when  production  in  the 
heavy  industries  was  fostered  for  military  aims  at  the  cost  of  consump- 
tion industries.  If  the  new  economic  policy  were  to  be  suddenly  abol- 
ished in  favor  of  free  markets,  the  "normal,"  or  periodical,  disproportion- 
ality  that  used  to  characterize  any  business  fluctuation  might  be  increased 
on  a  tremendous  scale.  Under  a  military  economy,  however,  the  produc- 
tion of  munitions  for  the  state  appeared  to  be  much  simpler  than  pro- 
duction of  goods  for  private  consumption;  no  substantial  problems  of 
marketing,  distribution,  and  individual  tastes  arose. 

Analogous  changes  occurred  in  employment.  Germany's  unemployed 
workers  now  had  jobs,  but  their  individual  real  incomes  were  only 
slightly,  if  at  all,  higher  than  the  dole;  and  the  sum  of  real  wages  did 
not  materially  rise.  This  situation  could  scarcely  be  called  prosperity  in 
the  usual  sense, 


110  ECONOMICS  IN  UNIFORM 

Wehrwirtschaft,  in  fact,  replaced  the  former  fluctuations  by  a  pro- 
longed and  gradual  increase  in  the  social  product  and  in  the  govern- 
ment's share  in  it.  This  took  place  at  the  cost  of  a  decline  in  the  standard 
of  living  of  the  population,  except  for  a  new  and  very  small  upper  class 
that  was  only  to  a  limited  extent  identical  with  the  former  capitalist 
upper  class.  The  latter,  insofar  as  it  survived  both  the  depression  and 
subsequent  developments,  was  compelled  to  transfer  a  considerable  pro- 
portion of  its  economic  functions  to  the  Nazi  Party  and  its  government. 
Nowhere  was  this  more  true  than  in  the  handling  of  the  intricate 
mechanism  of  economic  balance.  Compulsory  business  went  hand  in 
hand  with  "compulsory  prosperity,"  and  an  odd  prosperity  indeed. 

(9)  Changes  in  the  Conception  of  Private  Ownership,  War  has  al- 
ways meant  a  deviation  from  the  ruling  principle  of  the  sanctity  of  pri- 
vate ownership,  if  not  a  shock  to  the  existing  system  of  ownership  as 
such.  Once  it  is  admitted  that  destruction  or  confiscation  of  property  is 
justified  under  certain  circumstances,  nobody  can  foresee  the  lengths 
to  which  such  a  change  may  eventually  go.  The  outlawry  of  enemy 
property  during  the  First  World  War  meant  a  new  legal  principle,  as 
Rudolph  Littauer  has  clearly  demonstrated.18 

Even  during  the  subsequent  period  of  peace,  however,  fundamental 
changes  in  the  concept  of  private  ownership  occurred  when  preparedness 
became  the  guiding  principle.  The  most  obvious  instance  was  the  growth 
of  public  property  in  Nazi  Germany  under  the  Four  Year  Plan.  The 
Reich-controlled  Hermann  Gbring-W  er\e ,  for  instance,  absorbed  in  1938 
the  largest  industrial  undertaking  of  occupied  Austria,  the  Alpine  Mon- 
tan ge sell sc haft,  as  well  as  many  other  private  firms,  and  acquired  also  a 
vast  number  of  newly  erected  plants. 

The  virtual  expropriation  of  Jewish  property  was,  incidentally,  a  con- 
vincing demonstration  to  the  rank  and  file  that  private  property  was 
no  longer  sacred.  Once  the  financing  of  rearmament  by  the  confiscation 
of  property  was  admitted  in  principle,  even  though  it  only  affected  the 
property  of  a  definite  minority,  the  whole  traditional  concept  of  owner- 
ship was  abolished.  In  England,  even  before  the  outbreak  of  war,  Mr. 
Chamberlain,  certainly  no  radical,  forecast  the  possible  conscription  of 
wealth  as  the  logical  consequence  of  conscription  of  manpower.  On 

18  "Enemy  Property  in  War,"  War  in  Our  Time  (New  York,  1939),  chap.  vi. 
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April  20,  1939,  he  told  the  House  of  Commons  "that  when  the  lives  of 
the  population  are  at  stake,  then  the  wealthy  resources  of  individuals 
must  be  considered  as  held  for  the  common  good  and  should  be  drawn 
upon  as  required." 

All  these  measures  were  by  no  means  identical  with  socialization,  as 
we  have  already  demonstrated.  However,  in  Germany  Wehrwirtschaft 
involved  the  control  or  partial  confiscation  of  private  property  by  a 
highly  centralized  state.  It  is  interesting  in  this  connection  to  remember 
Hitler's  statement  of  March  1933:  "In  the  future  the  economic  interests 
of  the  German  people  are  to  be  furthered  not  by  following  the  devious 
path  of  bureaucratic  centralization  but  by  mobilizing  personal  initiative 
on  the  basis  of  private  ownership." 

(10)  Changes  in  Industrial  Structure.  In  the  course  of  rearmament, 
both  the  productive  capacity  of  industrial  plants  and  the  location 
of  industries  were  everywhere  directed  according  to  new  principles.  The 
possibility  of  air  raids  was  only  one  among  several  factors  that  induced 
industry  to  erect  its  new  plants,  and  often  to  transfer  existing  plants, 
away  from  the  original  location  which  had  been  chosen  in  accordance 
with  considerations  of  raw  material  supply,  transport  facilities,  and  con- 
sumption. Remote  rural  districts  were  frequently  picked  as  sites  for  war- 
relevant  industries,  though  even  this  was  sometimes  proved  useless  by 
subsequent  political  changes.  As  we  have  seen,  Poland  moved  a  part  of 
her  Silesian  industries  to  a  new,  state-financed  industrial  center  near 
Sandomir,  and  a  little  later  saw  this  new  center  equally  endangered  and 
finally  invaded. 

Many  of  those  new  industries  which  are  technologically  utilizable  in 
a  peace  economy  are  situated  in  areas  inconvenient  for  peacetime  pro- 
duction. On  the  other  hand,  the  decentralization  of  industries,  and  the 
consequent  spreading  of  air-raid  risks,  has  perhaps  brought  the  psy- 
chology of  the  rural  classes  closer  to  that  of  the  industrial  population. 
Further  changes  in  industrial  structure  were  implemented  by  the  em- 
ployment of  relatively  large  resources  for  the  storage  of  war-relevant 
goods. 

(11)  Active  Population  Policy.  Few  modern  authors  believed  that 
mechanization  would  displace  the  importance  of  manpower  in  modern 
war.  For  years  it  was  widely  expected  that  the  difficulty  of  obtaining  an 
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adequate  oil  supply,  or  other  mechanical  necessities,  was  likely  sooner 
or  later  to  exhaust  the  means  of  waging  technical  warfare,  and  that  the 
war  might  then  revert  back  into  a  war  of  men  against  men.  This  was 
the  opinion  of  the  American,  Hanson  W.  Baldwin,  of  the  Englishman, 
G.  C.  Shaw  (who  preached  a  "return  to  simplicity"  in  military  supply), 
and  above  all  of  the  French  general,  Debeney,  who  claimed  that  as  a  re- 
sult modern  warfare  was  likely  to  increase  rather  than  decrease  the  basic 
importance  of  both  manpower  and  morale.  On  the  other  hand,  Hoffman 
Nickerson  believed  that  mass  armies  based  on  conscription  had  failed  and 
were  practically  doomed.19 

Mechanized  rearmament  tended  to  hide  the  decisiveness  of  human 
resources  in  modern  war,  but  all  the  governments  reckoned  with  it  when 
planning  actual  war  measures.  They  liked  to  see  their  population  grow- 
ing, and  gave  as  the  reason  in  most  cases  that  it  increased  war  efficiency. 
In  spite  of  the  fact  that  for  years  war  was  considered  imminent,  many 
governments  encouraged  an  increase  in  the  birthrate  even  though  this 
could  not  affect  war  efficiency  for  about  two  decades.  Nowhere  were 
there  so  many  contradictions  as  in  this  sector  of  national  policies.  Even 
governments  that  constantly  reduced  the  standard  of  living  of  their 
populations,  that  claimed  new  territories  because  of  insufficient  "living 
space,"  and  that  prevented  immigration  of  well-trained  adults,  em- 
barked upon  drives  for  increasing  the  birthrate.  Italy,  and  to  some  ex- 
tent Germany,  fostered  the  re-immigration  of  their  nationals  from 
abroad. 

However,  this  policy  had  little  measurable  effect.  The  attempts  of  Italy 
and  Germany  to  foster  an  increase  in  their  populations  had  very  limited 
success.  Neither  propaganda,  nor  marriage  subsidies,  nor  taxes  on  un- 
married people  showed  any  impressive  results.  The  prolonged  fear  of 
war,  and  finally  war  itself,  evidently  paralyzed  the  effectiveness  of  the 
population  policy.  It  goes  without  saying  that  the  direct  and  indirect 
loss  of  life  due  to  total  warfare  tends  to  render  illusory  all  such  policies. 
Whether  they  will  have  any  permanent  effects  at  all  remains  to  be  seen. 

(12)  Authoritarian  Implications.  In  the  democratic  countries,  the 

19  Hanson  W.  Baldwin,  The  Caissons  Roll  (New  York,  1938);  G.  C.  Shaw,  Supply  in  Mod- 
ern War  (London,  1938);  General  Debeney,  La  Guerre  et  Les  Hommes  (Paris,  1937);  Hoffman 
Nickerson,  The  Armed  Horde,  1 793-1 939  (New  York,  1941). 
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idea  that  war  preparation,  or  warfare  on  a  large  scale,  was  bound  to  lead 
to  dictatorship  was  frequently  used  as  a  political  argument,  and  it  there- 
fore requires  particularly  searching  analysis.  Economic  reasons  were 
often  offered  to  justify  this  opinion.  Military  economy,  it  was  said,  meant 
an  extremely  rigorous  use  of  state  intervention,  and  state  intervention 
in  itself  must  necessarily  lead  to  a  restriction,  if  not  loss,  of  liberty. 

The  potential  reasons  why  democracy  was  expected  to  undergo  a 
severe  test  in  the  later  phases  of  military  economy  were  these:  First, 
the  inevitable  lowering  of  the  standard  of  living;  second,  the  necessity 
of  supporting  certain  unpopular  measures  by  the  threat  of  heavy  sanc- 
tions, and  at  the  same  time  of  consciously  producing  a  national  spirit 
that  would  make  excessive  use  of  this  threat  unnecessary;  and  third,  the 
necessity  of  avoiding  such  public  discussion  as  might  delay  emergency 
measures  that  would  be  useless  unless  enforced  immediately. 

Many  aspects  of  private  life  were  encroached  upon  in  the  countries 
that  had  reached  the  more  developed  phases  of  military  economy.  In 
the  Fascist  nations,  of  course,  the  state  early  seized  even  the  leisure  of  its 
citizens.  Such  organizations  as  Kraft  durch  Freude  and  Dopolavoro  at- 
tempted to  save  national  resources  through  the  collective  organization 
of  leisure.  Insofar  as  leisure  as  such  survived  at  all,  it  was  utilized  for 
propaganda  purposes.  In  Germany,  even  the  most  basic  sphere  of  private 
life,  the  household,  was  frequently  disrupted.  Factory  canteens  were 
fostered  at  the  expense  of  the  household  wherever  possible,  despite  fre- 
quent opposition  from  the  workers.  Part  of  the  population  was  to  be  fed 
in  community  kitchens.  During  the  First  World  War,  this  was  a  kind  of 
privilege  for  the  lower  classes;  this  time  it  meant  a  partial  "nationaliza- 
tion" of  the  household  and  a  further  encroachment  upon  private  life  in 
the  old  sense. 

This  leads  us  to  the  question  to  what  extent  any  military  economy  was 
bound  to  bring  about  trends  akin  to,  if  not  identical  with,  totalitarian- 
ism, as  has  frequenly  been  asserted  it  must.  One  of  the  most  important 
historical  roots  of  Fascism  in  Italy  and  Germany  was  the  desire  of  sub- 
stantial sections  of  business  for  a  "strong  hand,"  which  would  co- 
ordinate the  contradictory  interests  of  different  classes  and  industries, 
and  eliminate  the  political  obstacles  to  profit.  In  this  respect,  Fascism 
was  expected  to  develop  gradually  into  a  kind  of  "co-operative"  of  big 
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business,  with  the  large  landowners  holding  an  important  share  in  the 
enterprise.  Individual  interests  of  single  industries  or  employers  were  to 
be  disregarded,  if  necessary,  in  order  to  secure  a  common  policy  of  the 
"co-operative."  The  Fascist  parties  were  to  provide  popular  propaganda 
and  mass  support  for  this  policy.  In  this  sense  Fascism  could  claim  with 
some  justification  that  it  had  overcome  capitalism,  if  the  latter  term  was 
interpreted  to  mean  a  liberal  competitive  system. 

Large  sections  of  business  in  Germany  and  elsewhere  recognized  sub- 
sequently that  Fascism,  once  established,  had  led  them  far  away  from 
what  they  had  imagined.  It  had  led  them  to  an  ever-tightening  rule  of 
the  new  bureaucratic  machinery,  whose  power  stemmed  from  and  was 
largely  based  upon  uprooted  classes  and  (from  their  own  viewpoint) 
irrational  ideologies.  Disappointed  businessmen,  however,  found  it  im- 
possible to  overthrow  such  a  regime  once  it  was  firmly  established. 

One  common  trait  of  totalitarianism  and  military  economy  was  the 
centralization  of  economic  power  in  the  hands  of  the  state,  based  upon 
wide  mass  support  whenever  possible.  Military  economy,  like  totali- 
tarianism, would  have  been  very  difficult  to  establish  and  maintain  un- 
less it  was  accepted  with  some  enthusiasm  by  at  least  a  considerable  sec- 
tion of  the  masses.  For  both  principles,  the  rank  and  file  had  to  sacrifice 
important  material  interests,  for  which  they  were  compensated  by  non- 
economic  satisfactions — in  Germany  chiefly  by  a  kind  of  comradery 
resulting  from  organized  leisure  and  the  elation  bound  up  with  the  pa- 
triotic sentiments  aroused  in  peace  and  in  war. 

Yet  it  would  be  misleading  to  identify  economic  war  preparation  as 
such  with  totalitarianism.  In  Germany,  the  latter  was  clearly  older  than 
Wehrwirtschaft.  In  England  and  elsewhere  military  economy  was  built 
up  on  a  very  considerable  scale  without  any  imitation  of  totalitarian  in- 
stitutions or  ideologies.  As  we  have  seen,  certain  features  of  totalitarian- 
ism and  military  economy  have  common  roots,  but  these  should  not  be 
exaggerated.  A  strong  government  does  not  necessarily  mean  dictator- 
ship. How  many  democracies,  in  fact,  have  perished  for  lack  of  a  strong 
government!  Moreover,  much  depends  on  what  political  forces  are  in 
charge  of  the  strong  regime.  A  government  formed  from  dependable 
democrats  may  make  use  of  very  far-reaching  powers  with  a  modera- 
tion completely  different  from  totalitarianism.  On  the  other  hand,  any 
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weakening  of  genuine  democratic  guarantees,  or  the  general  philosophy 
of  democracy,  may  produce  serious  effects  under  conditions  of  modern 
warfare. 

Is  There  a  Way  Bac1(? 

In  spite  of  the  popularity  of  historical  analogies,  a  return  to  abandoned 
social  institutions  has  been  exceedingly  rare,  and  there  is  no  actual  in- 
stance of  a  return  to  an  older  social  system.  Moreover,  we  do  not  yet 
know  the  ultimate  scope  of  destruction  and  social  disintegration  result- 
ing from  the  war;  nobody  can  forecast  today  with  any  accuracy  what 
will  finally  emerge  from  the  international  melting-pot. 

Theoretically  we  can  very  well  conceive  of  a  strong  popular  reaction 
at  some  future  date,  in  Germany  and  elsewhere,  against  economic  and 
political  regimentation,  followed  by  another  attempt  at  laissez  faire, 
with  largely  new  business  classes.  Such  a  development,  however,  seems 
not  too  likely.  Once  social  control  over  economic  life  has  been  estab- 
lished, and  perhaps  proved  to  be  efficient,  the  general  feeling  may  well 
be  in  favor  of  shifting  the  underlying  aim  of  this  control  away  from  war- 
like organization  and  authoritarian  government  toward  a  democratically 
guided  peaceful  increase  in  the  standard  of  living. 

This  analysis  has  endeavored  to  show  how  obsolete  or  ambiguous 
many  traditional  concepts  of  social  science  have  become  since  the  ex- 
pansion of  military  economy.  "War  potential"  is  no  longer  purely  a 
term  of  military  technique,  but  refers  to  the  total  economic  and  social 
resources  of  a  nation.  "Costs  of  armament"  can  no  longer  be  expressed 
as  a  definite  item  in  the  budget,  but  includes  far-reaching  changes  in 
the  standard  of  living  and  national  well-being.  "Aggression,"  which 
formerly  meant  military  attack,  now  applies  just  as  much  to  a  combined 
economic,  diplomatic,  and  psychological  pressure.  "Disarmament"  can 
no  longer  be  conceived  of  as  mere  destruction  of  existing  stocks  of  arms; 
it  promises  no  security  unless  it  is  based  on  a  thorough-going  change  in 
the  basic  philosophy  of  the  industrialized  nations  and  their  political 
regimes. 

Even  certain  traditional  concepts  of  economic  science  such  as  credit, 
investment,  and  currency  can  be  applied  to  a  military  economy  only 
with  important  reservations.  "Credit,"  including  the  mechanism  of  in- 
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terest  rates,  has  in  Nazi  Germany  and  various  other  countries  been  de- 
termined to  a  constantly  diminishing  degree  by  the  trend  of  business, 
and  has  instead  been  expanded  by  governmental  measures  in  line  with 
given  armament  needs.  "Investment"  in  these  countries  has  no  longer 
been  guided  by  profit  expectations  but  by  the  need  for  the  greatest  pos- 
sible capacity  of  war-relevant  production.  "Currencies"  were  no  longer 
necessarily  interconnected  through  an  international  standard,  but  were 
often  only  domestic  means  of  circulation,  carefully  protected  from  world 
markets. 

"Prosperity"  under  military  economy,  as  we  have  seen,  lost  much  of 
its  former  meaning.  Where  "wage"  once  meant  a  rate  of  earning  con- 
tracted for  with  an  employer  in  an  individual  or  collective  bargaining 
process,  it  now  referred  in  many  cases  only  to  a  rate  of  maintenance 
determined  by  the  government  according  to  economic  and  psychological 
data,  and  sometimes  supplemented  by  social  insurance  and  collective 
leisure  facilities.  Even  in  certain  democratic  countries,  "trade  unions" 
developed  gradually  from  free  workers'  associations  into  semi-official 
bodies  which  aimed  primarily  at  incorporating  labor  into  the  national 
system  of  war  effort. 

In  other  words,  the  language  (any  language)  is  unable  to  keep  pace 
with  the  rapid  changes  in  human  society.  Governments  do  not  neces- 
sarily mind  this  delay,  for  the  nations  are  more  easily  prepared  to  un- 
dergo stupendous  changes  if  they  believe  for  a  time  that  systems  and 
institutions  are  still  essentially  the  same.  As  a  matter  of  fact,  it  is  even 
debatable  how  far  a  "military  economy"  and,  in  particular,  a  "war  econ- 
omy" is  an  "economy"  at  all,  and  whether  there  is  such  a  thing  as  eco- 
nomic motivation  in  an  abstract  sense  regardless  of  a  given  historical 
period.  Eugene  Staley  has  recently  distinguished  between  "power  econ- 
omy" and  "welfare  economy."  Kai  Sheng  Chen  has  defined  the  distinc- 
tion in  the  following  fashion,  "The  purpose  of  peace  economy  is  inherent 
to  economies,  whereas  the  scope  of  military  economy  exceeds  actual  eco- 
nomic activities."  Peter  F.  Drucker  has  even  forecast  "the  end  of  eco- 
nomic man."  20 


20  Eugene  Staley,  World  Economy  in  Transition  (New  York,  1939).  Kai  Sheng  Chen,  Auf- 
gaben,  Grenzen  und  Durchjuehrung  der  W  ehrwirtschajt  (Leipzig,  1938).  Peter  F.  Drucker,  The 
End  of  Economic  Man  (New  York,  1939). 
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Without  going  any  deeper  into  the  problem  of  economic  motivations 
in  history,  we  have  simply  to  recognize  that  "economic"  ends  in  the 
usual  sense  have  been  completely  out  of  line  with  contemporary  policies 
of  preparedness  or  war.  Perhaps  we  shall  have  to  alter  our  general  con- 
cepts of  economics.  In  any  case,  we  can  no  longer  take  for  granted  that 
all  nations  or  governments  necessarily  aim  at  improving  the  economic 
standards  of  their  populations. 

The  question  has  been  asked  whether  the  Germans,  or  perhaps  man- 
kind, did  not  actually  go  "mad"  during  the  'thirties.  We  cannot  here 
deal  with  the  psychiatric  aspects  of  recent  economic  and  social  trends. 
Probably  large  sections  of  mankind  went  mad,  in  a  sense,  long  before 
the  period  of  military  economy.  Or  maybe  future  generations  will  find 
that  this  era  chose  a  peculiar  way  to  overcome  economic  stagnation  and 
to  foster  industrialization.  Or  perhaps  the  height  of  the  madness  will 
turn  out  to  have  been  the  turning  point  in  human  development.  It  is  not 
my  purpose  to  speculate  about  such  possibilities.  But  it  is  perhaps  not 
superfluous  to  emphasize  that  outlining  the  nature  of  an  economic  period 
is  by  no  means  identical  with  approving  of  it. 

Even  if  Wehrwirtschaft,  or  its  guiding  idea,  should  have  been  some- 
thing "extra-economic,"  as  Peter  F.  Drucker  suggests,  the  very  rise  of 
total  war  has  been  an  indication  that  some  of  the  economic  and  social 
institutions  of  the  preceding  period  had  become  impracticable.  Al- 
though the  recent  changes  and  trends  of  the  economic  system  as  such  are 
not  the  subject  of  this  study,  we  shall  later  deal  briefly  with  some  of 
those  among  them  that  have  been  reinforced  or  reshaped  by  military 
economy.21  Before  analyzing  these  problems,  however,  we  must  con- 
sider the  changes  in  the  German  Wehrwirtschaft  as  well  as  in  the  entire 
European  economy  which  have  been  produced  by  the  conquest  of  the 
continent  by  the  German  armies  since  the  spring  of  1940,  and  certain 
plans  of  the  Nazis  for  a  new  economic  world  order. 

21  This  will  be  the  subject  of  Chapter  VI. 


CHAPTER  V 
Germany's  new  economic  order  in  Europe 

GERMANY'S  initial  victories  in  the  Second  World  War  brought 
-  economic  changes  which  were  in  some  respects  even  more 
significant  than  the  political  aspects  of  these  successes.  The 
combination  of  economic  policies  with  diplomatic,  propagandist,  and, 
finally,  military  methods,  with  a  view  to  altering  the  international 
distribution  of  war  resources,  rendered  obsolete  many  earlier  concepts 
of  the  "inevitable"  economic  superiority  of  the  Western  Powers  in  a 
prolonged  war.  It  also  changed  certain  long-term  aspects  of  such  Nazi 
ideas  as  autarchy,  or  self -sufficiency. 

Any  analysis  of  recent  economic  policies  of  Germany  should  not  lose 
sight  of  the  fact  that  Nazi  aims  and  methods  differed  fundamentally 
from  Western  standards.  For  National  Socialism,  foreign  trade,  like  any 
other  activity,  was  primarily  an  instrument  of  political  power  and  of 
domination  over  other  nations.  In  the  light  of  the  continuous  mobiliza- 
tion of  all  the  resources  of  Germany  for  war  and  conquest  since  1933,  it 
was  not  realistic  to  consider  further  Nazi  programs  as  simple  propa- 
ganda, fantastic  as  they  sounded  to  Western  ears. 

In  making  our  scientific  analysis  we  are  clearly  entitled  to  outline 
hypothetically  the  potential  implications  of  such  programs.  We  must, 
of  course,  try  to  eliminate  from  consideration  statements  of  a  primarily 
propagandist  character.  For  purposes  of  discussion,  however,  we  have 
to  take  the  Nazi  schemes  at  their  face  value,  although  they  may,  from 
the  outset,  have  concealed  Hitler's  real  intentions.  As  a  matter  of  fact, 
many  of  Europe's  recent  troubles  have  come  precisely  from  her  pro- 
longed refusal  to  take  Hitler's  "fantastic"  designs  seriously  enough.  On 
the  other  hand,  nothing  has  ever  been  printed  in  a  totalitarian  country 
that  was  not  consistent  with  the  general  policy  of  the  government,  and 
there  is  no  reason  to  doubt  that  the  censored  dispatches  of  the  American 
newspaper  correspondents  in  Berlin,  for  instance,  covered  a  minimum 
rather  than  a  maximum  of  Nazi  designs.  That  the  German  plans  for  a 
"new  economic  order"  in  Europe  were  more  than  mere  propaganda  has 
been  proved,  moreover,  by  the  actual  policies  in  the  German  occupied 
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countries,1  although  these  plans  were  not  supposed  to  be  carried  out  in 
their  entirety  as  long  as  military  operations  were  still  being  conducted. 
As  a  matter  of  fact,  it  was  only  after  the  fall  of  France  that  articles  on 
the  "new  order"  in  Europe  became  a  regular  feature  of  German  periodi- 
cals. 

The  Ideas  of  Autarkie  and  Grossraumwirtschaft 

In  their  original  form,  German  ideas  of  autarchy  implied  that  world 
trade  as  such  favored  only  rich  nations,  or  that  the  "proletarian"  coun- 
tries had  to  erect  costly  protective  barriers  against  foreign  products  in 
order  to  foster  the  development  of  national  industries,  or  that  any  old- 
fashioned  cost  calculation  had  to  bow  to  the  priority  of  defense  con- 
siderations, or  simply  that  dependence  upon  vital  supplies  from  abroad 
was  incompatible  with  "national  dignity."  Even  in  Germany  few  au- 
thors believed  in  the  absolute  economic  superiority  of  national  autarchy 
as  compared  with  the  international  exchange  of  goods,  but  many  pointed 
to  the  disintegration  of  world  trade  brought  about  by  the  great  depres- 
sion, or  to  insurmountable  disadvantages  for  the  poorer  nations.  Some 
of  them  admitted  a  possible  final  superiority  of  world  economy,  while 
declaring  national  barriers  to  be  indispensable  over  a  considerable  period 
to  come. 

On  the  other  hand,  such  authors  as  Ewald  Banse  and  Karl  Haushofer, 
the  latter  largely  utilizing  certain  ideas  of  the  geographers  Kjellen  and 
Ratzel,  elaborated  in  the  early  'thirties  comprehensive  concepts  of  Gross- 
raumwirtschaft ("large-space"  economy).2  At  first  sight,  these  concepts 
seemed  to  have  much  more  in  common  with  the  idea  of  world  trade 
than  with  that  of  autarchy,  but  in  fact  all  of  the  German  nationalist 
authors  conceived  Grossraumwirtschaft  from  the  beginning  as  being  a 
German-guided,  centralized  co-ordination  of  all  the  economic  activities 
of  various  geographic  areas. 

1  See  the  comprehensive  factual  survey  by  Frederick  T.  Birchall,  "Self-sufficiency  and  'bloodless 
invasion,'  "  New  Yor\  Times,  Dec.  8,  1940,  p.  54;  Thomas  Reveille,  The  Spoil  of  Europe  (New 
York,  1941);  Paul  Einzig,  Hitler's  "New  Order"  in  Europe  (New  York,  1941). 

2  Ewald  Banse,  Germany  Prepares  for  War  (New  York,  1941).  Karl  Haushofer,  Weltpoliti\ 
von  heute  (Berlin,  1934);  also  Grenzen  in  ihrer  geographischen  und  politischen  Bedeutung  (Hei- 
delberg, 1939);  Wehrhaftes  Wissen.  Erfahrungen  und  Studien  iiber  das  Zusammenwir\en  von 
Erd\unde,  Geopoliti\  und  Wehrwissenschaft  (Heidelberg,  1940).  See  also,  H.  W,  Weigert,  "Ger- 
man Geopolitics,"  Harpers,  November,  1941, 
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The  so-called  Tat-Kreis,  especially  Giselher  Wirsing  and  Ferdinand 
Fried,3  were  perhaps  the  first  authors  to  advocate  both  autarchy  and 
Grossraumwirtschaft  at  the  same  time,  the  latter  involving  essentially 
the  Danubian  and  Balkan  region  {Zwischeneuropa),  which  was  to  be 
organized  under  German  leadership,  and  to  provide  raw  materials  to 
bolster  up  German  self-sufficiency. 

Hitler  came  to  power  shortly  after  the  great  depression  had  disrupted 
world  trade  and  the  old  monetary  systems.  Soon  two  apparently  con- 
tradictory, but  in  fact  interrelated,  policies  became  evident  in  Germany: 
First,  the  self-sufficiency  policy  culminating  in  the  Four  Year  Plan;  and 
second,  the  "bloodless  invasion" — to  use  Paul  Einzig's  term  4 — of  such 
regions  as  the  Balkans  and  South  America.  To  implement  the  latter 
policy  the  Germans  used  intricate  clearing,  credit,  and  dumping  systems 
which  worked  to  the  advantage  of  Germany  at  the  expense  of  the  re- 
gions themselves  and  of  third  countries. 

Germany  managed  to  exploit  very  cleverly  the  fact  that  certain  coun- 
tries were  lagging  behind  others  in  practically  all  fields  of  economic  ac- 
tivity, either  in  natural  resources  or  in  efficiency,  and  were,  therefore, 
unable  to  offer  specialized  products  at  cheap  rates  as  the  counter-value 
even  of  vital  imports.  Moreover,  the  markets  for  some  of  their  special 
products  had  dried  up  as  a  result  of  the  depression,  as  had  their  gold  and 
foreign  exchange  reserves.  Greece,  for  example,  accepted  enthusias- 
tically the  high  prices  offered  by  Germany  for  agricultural  products, 
and  discovered  only  later  that  Germany  deliberately  delayed  the  prom- 
ised delivery  of  her  industrial  products,  thus  forcing  her  to  accept  finally 
goods  she  did  not  want  at  all  (such  as  the  notorious  mouth  organs) 
simply  as  a  means  of  somehow  straightening  out  the  German  clearing 
arrears.  This  method  also  enabled  the  Reich  to  offer  magnificent  credits 
to  the  poor  peasant  countries,  knowing  in  advance  that  the  latter  would 
eventually  have  to  grant  involuntary  clearing  credits  to  Germany. 

Outwardly,  the  German  export  offensive  seemed  to  contradict  the 
self-sufficiency  idea.  In  fact,  however,  this  idea  involved  in  both  Germany 

3  Ferdinand  Fried,  Das  Ende  des  Kaphalismus  (Jena,  1931).  Giselher  Wirsing,  Zwischeneuropa 
und  die  deutsche  Zu\unjt  (Jena,  1932). 

4  Paul  Einzig,  Bloodless  Invasion  (London,  1938).  See  also  Hans  Staudinger,  "The  Future  of 
Totalitarian  Barter  Trade,"  Social  Research,  November,  1940;  and  Guenther  Reiman,  The  Vam- 
pire Economy  (New  York,  1939). 
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and  Italy  the  elimination  of  "unnecessary"  imports  (i.  e.,  those  irrelevant 
to  war  or  those  capable  of  being  replaced,  from  a  technical  viewpoint, 
by  goods  produced  at  home)  rather  than  the  complete  abolition  of  in- 
ternational trade  relations.  The  export  offensive,  therefore,  was  quite 
compatible  with  growing  self -sufficiency.  Its  proceeds  served  to  bolster 
up  Germany's  raw  material  stocks,  thus  making  her  economy  largely 
independent  of  fluctuations  on  the  world  market  in  peacetime  and  of 
foreign  supplies  in  wartime.  Thus,  from  the  beginning  a  certain  dis- 
tinction was  made  between  autarchy  as  an  abstract  idea,  and  self- 
sufficiency  as  a  flexible  policy. 

The  Conquest  of  Europe's  Resources 

A  few  months  before  the  offensive  against  Norway  and  the  Low 
Countries,  Hitler  said  that  Germany  had  either  to  export  or  to  die.5  At 
that  time  Germany  had  conquered  Poland,  but  major  actions  in  the 
West  were  still  to  come.  Even  before  the  Polish  war,  Germany  had 
claimed  to  be  82  per  cent  self-sufficient  in  food,  though  her  domestic 
production  of  fats  met  only  56  per  cent  of  her  needs,  and  her  grain  and 
potato  crops  left  a  deficit  in  fodder.  In  raw  materials,  the  Institut  fur 
Konjun\turforschung  calculated  in  July  1938  a  degree  of  self-sufficiency 
of  65  per  cent,  with  important  gaps  in  various  single  items,  such  as  oil, 
iron,  copper,  cotton,  and  tin.6  The  outbreak  of  the  war  cut  off  44  per 
cent  of  Germany's  exports  and  56  per  cent  of  her  imports,  including  80 
per  cent  of  her  oil  and  30  per  cent  of  her  iron  ore  imports.7  A  simultane- 
ous increase  in  trade  with  Russia  and  the  Balkans  failed  to  make  up  the 
loss  in  the  overseas  trade,  and  many  observers  in  the  Western  world 
were  looking  forward  to  the  moment  when  a  shortage  of  vital  materials 
would  cripple  Germany's  war  effort. 

What  Hitler  actually  had  in  mind,  of  course,  was  that  Germany  had 
to  import  or  lose  the  war,  exports  being  only  a  means  of  securing  the 
vital  imports.  Subsequent  German  conquests  altered  the  entire  aspect 
of  this  problem.  From  the  economic  point  of  view  they  meant  that  it 
was  no  longer  necessary  for  Germany  to  export  goods  with  a  value 

5  Reichstag  speech  of  January  30,  1940. 

6  Vierteljahrshejte  zur  Wirtschaftsforschung  (Hamburg,  July,  1938). 

7  Berlin  report  by  Otto  D.  Tolischus,  New  Yor\  Times,  February  25,  1940. 
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corresponding  approximately  to  that  of  vital  imports:  the  latter  could 
be  largely  covered  by  unpaid  or  underpaid  deliveries  from  occupied  or 
German-controlled  areas  under  political  and  military  pressure.  The 
changed  situation  was  partly  concealed  by  such  methods  as  large-scale 
purchases  of  French  stocks  of  goods  by  German  soldiers  at  the  arbitrary 
rate  of  twenty  francs  for  one  occupation  mark,  the  latter  being  valueless 
in  Germany  proper.  Imports  into  Germany  now  largely  became  uni- 
lateral tributes  from  vassals  rather  than  a  means  of  exchange  for  Ger- 
man exports,  and  the  economic  resources  at  the  disposal  of  Hitler's  war 
machine  now  included  potentially  all  the  products  or  services  whose  de- 
livery he  was  able  to  impose  upon  the  conquered  nations. 

The  Third  Reich's  first  conquest,  Austria,  somewhat  increased  the 
German  grain  deficit,  but  at  the  same  time  bolstered  the  German 
iron  ore  supply.  Czechoslovakia  contributed  large  lignite  deposits  (a 
basis  for  increased  output  of  synthetic  gasoline)  as  well  as  the  huge 
armament  plants  of  Skoda  and  Witkowitz.  Poland's  conquest  brought 
additional  potential  supplies  of  foodstuffs,  as  well  as  the  mines  and  in- 
dustrial plants  of  Upper  Silesia  and  Lodz.  The  occupation  of  Den- 
mark and  Norway  meant  the  acquisition  of  important  shipyards, 
pyrites  deposits,  and  stores  of  food.  The  lightning  victory  over  the 
Netherlands,  Belgium,  Luxemburg,  and  France  brought  into  the  Ger- 
man orbit  rich  coal  and  iron  ore  mines,  as  well  as  large  stocks  of  railroad 
cars,  oil,  copper,  tin,  nickel,  and  enormous  shipbuilding  facilities.  The 
invasion  of  the  Balkans  gave  Germany  full  control  of  Rumanian  oil, 
Yugoslavian  copper,  Bulgarian  foodstuffs,  and  Greek  shipping  bases. 
Russia,  with  its  "scorched  earth"  policy,  was  in  a  somewhat  different 
category. 

Such  armament  plants  as  Schneider-Creusot  in  Eastern  France,  and 
most  of  the  Belgian  works,  remained  undamaged  and  became  a  part  of 
the  German  war  economy.  The  excellent  iron  ore  deposits  and  arms 
factories  of  Sweden  also  came  under  the  virtual  control  of  the  Reich 
owing  to  the  occupation  of  Norway.  After  these  conquests,  Der  deutsche 
Volhjwirt  estimated  the  maximum  annual  iron  ore  output  of  the 
German-controlled  area  at  41,000,000  tons  a  year,  compared  with  the 
22,700,000  ton  annual  capacity  of  the  Reich  in  1938. 

In  regard  to  the  food  situation,  the  Institut  fur  Konjun\turforschung 
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asserted  that  continental  Europe,  without  Russia,  was  normally  able  to 
cover  90  per  cent  of  its  requirements.  However,  the  narrow  specializa- 
tion of  the  Netherlands  and  Denmark  on  dairy  and  meat  production 
based  on  fodder  imports  had  to  be  brought  into  line  with  the  needs  of 
the  "new  Europe."  8 

Not  the  least  important  of  the  German  acquisitions  from  the  con- 
quered countries  was  manpower.  Poland  in  particular,  and  Czecho- 
slovakia, had  to  contribute  millions  of  men  and  women  from  their  cheap 
and  intimidated  labor  supply,  including  thousands  of  skilled  workers. 
Gradually,  up  to  6,000,000  prisoners  and  foreign  civilian  workers  were 
taken  into  employment  in  Germany.  Most  of  them  were  put  under  a 
system  of  compulsory  labor,  which  was  more  drastic  even  than  that  of 
the  German  workers  themselves  and  represented  practically  an  up-to- 
date  form  of  slavery. 

After  June  1940,  the  German  war  economy  had  not  only  Krupp  but 
Skoda,  Schneider-Creusot,  and  Bofors,  as  well  as  the  shipbuilding  facili- 
ties of  the  entire  Continent  and  millions  of  foreign  labor-slaves  at  its 
disposal.9  All  the  previous  calculations  of  German  resources  of  stocks 
were  upset  by  these  additions.  Each  time  German  resources  appeared  to 
be  approaching  exhaustion  they  were  bolstered  up  by  lightning  seizure 
of  stocks  accumulated  by  another  country.  Of  course,  these  stocks  suf- 
ficed in  each  case  only  for  a  limited  space  of  time,  but  meanwhile  the 
conquest  of  the  next  country  was  being  prepared.  In  the  case  of  pro- 
ductive plants,  the  gain  was  often  for  the  entire  duration  of  German 
control,  especially  if  connected  with  outlets  to  sea-borne  traffic,  as  in  the 
case  of  Norway  and  France.  While  England  was  trying  to  foster  her 
export  industries  to  obtain  foreign  currency,  Germany  was  able  largely 
to  replace  financial  payments  for  her  imports  by  armed  blackmail. 

Economic  Liberalism  and  the  Problem  of  European  Union 

Ever  since  the  Seventeenth  Century  the  idea  of  an  international  di- 
vision of  labor  has  been  the  ultimate  objective  of  economic  liberalism. 

8  Berlin  report,  New  Yor\  Times,  December  8,  1940. 

9  See  the  special  issue  of  Der  Vierjahresplan,  September  5,  1940,  on  the  economic  incorporation 
of  Czechoslovakia,  and  especially  on  the  role  of  the  Skoda  and  Witkowitz  works  in  the  German 
war  economy.  For  additional  figures  see  Fritz  Sternberg,  Fivefold  Aid  to  Britain  (New  York, 
1 941),  and  Louis  Domeratzki,  "The  Industrial  Power  of  the  Nazis,"  Foreign  Affairs,  April,  1941. 
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Real  competition  was  inconceivable  unless  it  was  extended  into  the  in- 
ternational field,  and  the  efficient  division  of  labor,  in  accordance  with 
the  natural  and  historical  conditions  of  each  region,  was  expected  to 
result  from  the  growing  application  of  competitive  principles. 

We  need  not  here  go  into  the  question  of  why  economic  liberalism, 
as  a  policy,  has  been  comparatively  short-lived,  or,  as  many  liberals  and 
non-liberals  alike  suggest,  has  never  been  put  into  full  effect.  Even  at 
the  zenith  of  the  influence  of  laissez-faire  doctrines,  these  principles  were 
never  consistently  applied  to  international  trade.  To  no  country  does  this 
apply  more  than  to  the  United  States.  British  policy  endorsed  free  trade 
as  long  as  the  superiority  of  English  industries  was  beyond  question,  but 
abandoned  it  gradually  after  other  nations  had  caught  up  with  the  in- 
dustrial development  of  Britain. 

There  is  little  sense  in  blaming  individual  persons  or  parties  for  this 
historical  trend,  or  in  vainly  lamenting  the  failure  of  economic  liberal- 
ism to  achieve  the  realization  of  what  many  considered  its  historical 
mission,  namely,  securing  freedom  of  international  exchange  of  goods 
and  services.  The  fact  is  that  the  idea  of  a  competitive  world  economy, 
brought  forward  by  economic  liberalism,  was  never  put  into  effect,  not 
even  at  the  time  when  liberalism  was  exerting  a  comparatively  strong 
influence  on  other  social  fields.  Instead,  colonial  empires  survived  or 
were  newly  erected,  and  nowhere  were  greater  obstacles  to  foreign 
competition  erected  than  in  the  colonies. 

Both  before  and  after  the  First  World  War  there  was  no  lack  of  plans 
aiming  at  an  abolition  of  national  trade  barriers  and  at  international 
co-operation  in  the  colonial  regions.  The  Annals  of  Collective  Econ- 
omy,™ for  example,  have  published  very  interesting  material  in  this 
field.  An  article  in  this  collection,  written  by  Jean  Jaures,  the  French  la- 
bor leader  and  pacifist,  in  the  summer  of  1914,  argues  for  "une  entente 
des  peuples  europeens  pour  une  libre  association  des  efforts  industriels, 
commerciaux  et  financiers  qui  tendent  a  un  amenagement  de  la  planete!' 
Another,  by  Professor  Rene  Hofherr,  recommends  a  revival  of  the 
"chartered  companies"  with  a  view  to  developing  the  colonial  regions 
through  international  co-operation. 

Many  other  examples  could  be  cited,  especially  from  recommenda- 

10  Geneva  (January,  1938). 
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tions  made  by  the  economic  agencies  and  conferences  that  have  worked 
under  the  auspices  of  the  League  of  Nations  during  the  period  between 
the  two  world  wars.  Yet  none  of  these  efforts  has  led  either  to  the  re- 
moval of  economic  barriers  in  Europe  or  to  international  co-operation 
in  the  colonies,  and  national  restrictions  have  increasingly  prevented  the 
establishment  of  a  real  world  economy  on  a  competitive  basis. 

M.  J.  Bonn  has  analyzed  the  problem  of  how  far  the  trend  toward 
autarchy  is  compatible  with  the  maintenance  of  peace.11  Originally,  he 
says,  this  trend  was  the  economic  counterpart  of  the  political  concept 
of  sovereignty,  and  it  was  supposed  to  bring  an  end  to  international  fric- 
tions by  reason  of  the  complete  seclusion  of  each  country.  The  modern 
trend  toward  autarchy,  based  primarily  on  war  considerations,  is  quite 
a  different  thing  and  is  by  no  means  compatible  with  peace  policies. 
Moreover,  it  is  bound  to  lead  to  far-reaching  alterations  in  economic 
structure.  We  may  add  that  the  competitive  regimes,  by  failing  to  extend 
genuine  competition  to  the  international  field,  and  by  allowing  autarchic 
trends  abroad  to  move  into  the  sphere  of  war  preparation,  had  paved  the 
way  toward  structural  changes  which  were  ultimately  to  threaten  the 
roots  of  liberal  competition  as  such. 

Friedrich  Schiller,  in  his  History  of  the  Thirty  Years  War,  says  that 
the  idea  of  European  unity  developed  in  that  period  for  the  first  time, 
because  of  the  devastating  effects  of  prolonged  wars.  The  Second  World 
War,  at  least  momentarily,  had  a  similar  effect  in  Western  Europe.  Brit- 
ain and  France  declared  (in  the  eleventh  hour  before  the  smashing  de- 
feat of  France)  a  close  political  and  economic  union;  French  circles  re- 
called Aristide  Briand's  step  toward  an  European  Union  in  the  late 
'twenties,  and  proposals  to  the  same  effect  sprang  up  in  America  like 
mushrooms.  We  shall  come  back  later  to  the  American  aspect  of  the 
problem. 

In  London  on  November  26,  1939,  the  Prime  Minister,  Neville 
Chamberlain,  stated  the  British  desire  to  construct  a  new  Europe:  "In 
such  a  Europe  it  would  be  recognized  that  there  can  be  no  lasting  peace 
unless  there  is  a  full  and  constant  flow  of  trade  between  the  nations  con- 
cerned, for  only  by  increased  interchange  of  goods  and  services  can  the 

11  "La  Paix  Economique:  Dans  quelle  mesure  les  regimes  autarchiques  sont-ils  conciliables 
avec  le  maintien  de  la  paix?"  L'Esprit  International  (Paris,  April,  1938). 
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standard  of  living  be  improved."  In  the  same  month  the  Labour  leader, 
Clement  Attlee,  stated  that  Europe  must  become  a  federation  or  perish, 
and  Lord  Halifax  pointed  out  that  the  nations  would  have  to  give  up 
part  of  their  sovereignty  in  order  to  achieve  unity.  In  France,  Premier 
Daladier  in  his  speech  of  December  29,  1939,  likewise  hinted  at  a  pos- 
sible European  federation. 

Yet  a  few  months  later  both  Chamberlain  and  Daladier  had  gone,  and 
the  German  armies  were  pouring  into  Western  Europe.  Once  more  the 
West  had  offered  "too  little  and  too  late" — very  late  indeed,  and  only 
for  the  period  following  the  war.  At  the  same  time,  German  protagonists 
of  Grossraumwirtschaft  were  girding  themselves  for  the  task  of  solving 
in  their  fashion  the  most  neglected  part  of  the  European  problem:  an 
economic  readjustment  and  co-ordination  which  would  inevitably  be 
tied  up  with  the  reshaping  of  political  sovereignties. 

European  Union — National  Socialist  Edition 

There  is  no  lack  of  recent  plans  for  a  united  Europe  from  authors  on 
either  side  of  the  Atlantic.  Coudenhove-Kalergi  has  reiterated  his  old 
idea  of  Pan-Europa,12  which  had  been  somewhat  discredited  during  the 
'twenties  and  'thirties  by  its  general  vagueness  and  its  failure  to  outline 
the  actual  economic  adjustments  it  would  necessitate.  More  recently, 
Clarence  K.  Streit 13  has  advocated  a  union  of  the  United  States  and  the 
six  British  democracies,  which  is  compatible  with  Coudenhove's  idea, 
since  the  latter  aimed  at  organizing  only  the  European  continent.  Alfred 
M.  Bingham  14  has  suggested  that  if  the  peace  should  come  before  all  of 
Europe  goes  democratic,  a  European  federation  involving  both  demo- 
cratic and  authoritarian  governments  should  be  worked  out.  Ivor  Jen- 
nings suggested,  before  the  Blitzkrieg,  a  federation  of  Britain,  France, 
Germany,  and  the  small  countries  of  Western  and  Northern  Europe, 
with  the  participation  of  the  Dominions,  and  international  administra- 
tion of  the  colonies.15 

Whatever  may  have  been  the  merits  of  these  and  similar  projects,  the 
National  Socialist  reorganization  of  Europe  did  not,  of  course,  propose 

12  R.  N.  Coudenhove-Kalergi,  Europe  Must  Unite  (Glarus,  Switzerland,  1940). 

13  Union  Now  with  Britain  (New  York,  1941). 

14  The  United  States  of  Europe  (New  York,  1940). 

15  A  Federation  for  Western  Europe  (New  York,  1940). 
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to  follow  any  of  them.16  It  did  not  even  start  from  the  Mitteleuropa  plan 
of  Friedrich  Naumann,  which  this  "national-liberal"  forefather  of  mod- 
ern German  nationalism  conceived,  significantly  enough,  during  the 
First  World  War.17  What  Hitler  had  in  mind  when  he  spoke  of  the 
"construction  of  a  new  Europe,"  as  in  his  proclamation  to  the  Nazi 
Party  on  December  30,  1939,  has  been  clarified  by  various  German 
spokesmen  and  government-inspired  articles.  The  starting  point  of  his 
concept  was  ideological  and  political:  Germany  was  to  cope  with  the 
historical  necessity  which  England  (the  ever-convenient  scapegoat)  had 
so  far  prevented  from  being  fulfilled.  "For  three  hundred  years,"  Hitler 
said,  "England  pursued  the  aim  of  preventing  a  real  consolidation  of 
Europe,  just  as  France  sought  for  centuries  to  prevent  a  consolidation  of 
Germany."  18  And  almost  at  the  same  time  Alfred  Rosenberg  was  pro- 
claiming that  "Germany  has  become  the  protector  of  the  endangered 
and  oppressed  continent.  It  is  fighting  against  an  unholy  division  of  the 
old  and  venerable  European  continent  into  dozens  of  pigmy  States."  19 

Although  National  Socialism  had  always  pretended  to  fight  primarily 
against  materialism,  its  schemes  for  European  reorganization  were  pri- 
marily economic  in  character.  The  basic  ideas  underlying  these  schemes, 
as  expressed  by  various  spokesmen  of  the  Nazi  regime,  can  be  sum- 
marized as  follows : 

(1)  Continental  "Socialism"  on  the  German  Model.  The  economic 
co-ordination  of  the  whole  Continent  was,  in  the  opinion  of  the  Nazis, 
both  possible  and  necessary.  While  a  limited  amount  of  local  self- 
government  in  the  various  regions  was  to  be  maintained  for  reasons  of 
administrative  efficiency,  the  "new  order"  was  to  involve  the  direction 
of  all  the  resources  and  productive  activities  of  Europe,  plus  certain 
colonial  regions,  in  accordance  with  a  central  economic  plan.  This  plan 
was  to  be  set  up  by  Germany;  its  execution  would  be  controlled  by  Ger- 

16  Otto  Muck  in  "Spiel  um  Neu-Europa,"  Zeitschrijt  fur  Geopoliti\,  ed.  Karl  Haushofer,  June, 
1940,  said:  "What  is  going  on  here  is  the  beginning  of  a  new  Europe.  Not  a  Pan-Europa  but  a 
continental  Europe.  .  .  .  For  the  first  time  for  more  than  a  thousand  years,  Europe  is  being 
planned  and  organized  from  its  center."  In  "Amerika  und  Amerikanismus  als  geistig-seelische 
Probleme,"  in  the  August  issue  of  the  same  review,  Colin  Ross,  Nazi  expert  on  the  United 
States,  claims  that  "National  Socialism  is  seeking  for  the  European  space  nothing  else  than  what 
Americanism  did  for  the  American  space." 

17  Central  Europe  (New  York,  1917). 

18  Reichstag  speech  of  January  30,  1940. 

19  As  reported  by  Otto  D.  Tolischus,  New  York.  Times,  May  12,  1940. 
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many,  and  its  aims  would  be  primarily  in  the  German  interest  (though 
leadership  by  the  strongest  nation,  according  to  the  Nazis,  is  always 
identical  with  the  "true"  interests  of  other  nations).  The  status  of  the 
"protectorate"  of  Moravia  and  Bohemia  after  the  tariff  barriers  had  been 
lifted  on  October  i,  1940,  was  occasionally  cited  as  an  example. 

There  was  no  very  definite  demarcation  of  the  intended  Grosswirt- 
schaftsraum,  but  the  most  ambitious  blueprints  aimed  at  an  empire  of 
600,000,000  people,  reaching  from  the  Arctic  to  Capetown  and  from  the 
Atlantic  beyond  the  Urals.  In  November  1941  the  Danish  daily  Politi- 
\en,  published  in  Nazi-occupied  Copenhagen,  reported  that  work  had 
been  started  on  a  strategic  system  of  world  highways  with  Germany  as 
the  center.  The  new  link  was  to  run  between  Copenhagen,  Hamburg, 
Cologne,  Paris,  Bordeaux,  and  Lisbon,  skirting  the  cities  and  towns  on 
its  way,  and  was  to  connect  up  with  Stockholm  and  perhaps  Murmansk 
to  the  Northeast,  Algeciras  and  (through  a  tunnel  under  the  Gibraltar 
Straits)  the  Sahara  railroad  in  West- Africa,  and  a  rapid  clipper  service 
from  Lisbon  to  America. 

The  economic  system  of  Nazi  Germany,  while  maintaining  the  in- 
stitution of  private  ownership,  had  subjected  its  management  to  the 
severest  restrictions  by  the  State.  This  system  was  to  be  extended  all  over 
the  Continent,  with  the  difference  that  intervention  would  come  either 
from  German-controlled  local  governments  or  from  the  Reich  itself. 
The  official  Nazi  ideology  regarded  such  an  economic  system  as  social- 
ism, or  rather  the  only  true  socialism  as  opposed  to  the  Jewish-capitalistic 
ideas  of  Marxism.  This  true  socialism  was  now  to  dominate  the  entire 
European  economy.20  The  official  Soziale  Praxis  of  August  15,  1940, 
envisaged  a  new  International  Labor  Office  under  German  leadership. 

(2)  Labor  Currency,  The  basis  of  this  European  socialism  was  to  be 
a  new  measure  of  value,  based  on  labor  instead  of  gold.  These  currency 
ideas  were  put  forward  in  a  somewhat  ambiguous  fashion,  but  one  of 
their  essentials  was  clearly  the  extension  all  over  the  Continent,  and  pos- 
sibly farther,  of  the  barter  and  clearing  methods  which  the  Reich  had 
been  employing  for  years.  However,  in  exchanging  German  finished 
products  for  food  and  raw  materials,  or  even  industrial  goods,  of  the 
other  countries,  a  different  valuation  was  to  be  given  to  the  per-hour 

20  Otto  D.  Tolischus,  New  Yor\  Times,  May  12,  1940. 
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work  unit  of  a  German  worker  from  that  given  to  the  work  of  a  Ru- 
manian or  Bulgarian  laborer. 

Exchange  based  on  labor  value  recalls  to  some  extent  Marx'  labor 
theory  of  value,  but  the  intended  effect  of  such  exchange  was  simply  to 
exploit  the  aggregate  labor  efficiency  of  the  other  nations  in  favor  of 
Germany.  Combined  with  the  German-controlled  economic  plan  for 
Europe,  the  actual  effect  was  to  be  labor  slavery  in  the  conquered  nations, 
and  a  readjustment  and  possible  premature  exhaustion  of  their  resources 
whenever  it  would  suit  the  German  designs.21 

"German  socialism"  throughout  Europe  was  to  carry  out  by  dictatorial 
means  an  international  division  of  labor  in  accordance  with  Nazi  aims, 
and  Germany  was  prepared  to  compel  entire  nations  to  give  up  industry 
and  return  to  agricultural  production,  or  to  adjust  the  former  or  the 
latter  in  accordance  with  the  German  interest.  Evidence  of  this  trend 
was,  for  instance,  the  Bulgarian  Four  Year  Plan,  inaugurated  in  the  sum- 
mer of  1940,  by  which  agriculture  was  to  be  developed  with  German 
"assistance";  and  the  German  agreement  with  Hungary,  which  re- 
stricted Hungarian  wheat  production  in  favor  of  increased  supplies  of 
oleaginous  plants,  flax,  and  hemp.  While  the  Nazis  envisaged  a  new 
specialized  industrialization  of  certain  regions  through  government- 
controlled  capital,  made  possible  at  a  rapid  pace  by  modern  technology 
and  centralized  dictatorial  "planning,"  they  believed  strongly  in  the  su- 
periority of  industrialized  over  agrarian  nations,  especially  with  regard 
to  war  efficiency.  Therefore,  they  consciously  tried  forcing  large  con- 
quered populations  back  to  lower  phases  of  economic  development. 
Reich  Minister  Funk,  in  his  opening  address  at  the  Vienna  Fair  in  Sep- 
tember 1940,  called  such  a  policy  "a  sound  division  of  labor."  Its  actual 
scope,  however,  was  in  line  with  the  National  Socialist  ideas  of  a  social 
hierarchy  of  races.  Moreover,  those  nations  unwilling  to  "co-operate" 
with  the  Nazis  were  to  be  punished  by  economic  as  well  as  other  re- 
prisals. In  the  fall  of  194 1,  for  instance,  when  a  wave  of  sabotage  swept 

21  On  December  6,  1940,  the  North  American  Newspaper  Alliance  and  Time,  Inc.,  published 
a  speech,  "Nazis  Envisage  Chattel  Slavery  for  People  of  Conquered  Nations,"  alleged  to  have 
been  delivered  confidentially  in  May  1940  by  Richard- Walther  Darre,  Reich  Minister  of  Agri- 
culture. Darre  emphatically  denied  the  statement  attributed  to  him,  but  the  speech,  which  re- 
ferred to  living  space  and  Herrenvol\  ideas  which  would  involve  "a  modern  form  of  medieval 
slavery,"  sounds  only  too  familiar,  if  unusually  outspoken,  to  anybody  acquainted  with  recent 
German  literature  or  practice. 
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over  Norway,  the  occupation  authorities  proclaimed  a  stoppage  of  all 
German  exports  to  that  country,  with  only  a  few  exceptions  referring  to 
certain  plants  working  for  German  needs. 

Even  Vichy-France  did  not  fare  much  better,  although  the  Nazi 
methods  employed  were  different  there.  In  the  fall  of  194 1,  the  /.  G.  Far- 
benindustrie,  the  German  chemical  trust,  practically  took  over  four 
principal  chemical  companies  in  France,  including  the  famous  Kuhl- 
mann  plants.  The  new  concern,  called  Francolor,  was  added  to  the  in- 
dustrial empire  of  the  German  trust  which  had  already  incorporated 
chemical  and  electrical  enterprises  in  Yugoslavia  and  other  countries. 
Similarly,  the  German  banks  took  over  many  financial  institutions  in 
the  conquered  countries. 

(3)  The  Gold  Standard  to  Be  Replaced  by  Barter  Clearings,  Even  if 
we  try  to  eliminate  the  purely  propagandist  elements  from  the  various 
Nazi  statements  on  the  future  of  gold,  it  becomes  clear  that  the  Third 
Reich  nevertheless  envisaged  important  changes  in  the  role  of  gold.  The 
Deutsche  Bergwer\szeitung  said  in  June  1940  that  the  gold  standard 
would  henceforth  interest  Germany  only  from  the  historical  standpoint, 
for  the  new  European  currency  was  to  be  based  on  the  "productive 
achievements  of  labor."  Gold  might  conceivably  still  be  used  to  equalize 
balances  in  the  international  clearing,  but  it  was  no  longer  to  serve  as  a 
currency  standard.  This  was  for  two  reasons :  First,  because  all  the  gov- 
ernments would  now  act  exclusively  according  to  national  considera- 
tions, and  second,  because  it  had  become  impossible  to  bring  together  a 
concert  of  nations  willing  to  observe  the  rules  of  the  game.  The  new 
"continental  currency"  would  have  nothing  to  do  with  gold,  and  would 
be  stabilized  through  methods  similar  to  the  Nazi  technique  of  price 
control. 

In  the  fall  of  1940,  a  central  clearing  system  in  Berlin  had  been  set 
up  under  the  direction  of  Reich  Minister  Funk.22  This  central  office  was 
to  administer  payments  from  one  continental  country  to  another,  thus 
eliminating  direct  transactions.  Under  a  trade  agreement  between 
Sweden  and  Holland,  all  payments  by  either  country  were  to  be  made 
by  way  of  the  Deutsche  Verrechnungs\asse  in  Berlin,  the  Reichsmark 
being  the  basis  of  the  new  monetary  standard.  Similar  agreements  were 

22  New  Yor\  Times,  November  17,  1940. 
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elaborated  for  other  European  countries,  including  "neutrals"  like  Fin- 
land and  Switzerland,  as  well  as  for  Italian  transactions  with  German- 
occupied  countries.23  In  such  cases  as  the  protectorate  of  Bohemia- 
Moravia  and  the  General-Government  of  Poland,  the  price  level  was 
also  adjusted  with  a  view  to  preventing  it  from  interfering  with  the 
German  price  level.24 

On  July  21,  1940,  the  Deutsche  Allgemeine  Zeitung  made  the  now 
famous  assertion  that  gold  in  the  United  States  would  be  used  after  the 
war  to  gild  public  buildings  and  street  lights,  to  make  gold  table  services 
for  Ministers  and  Ambassadors,  and  to  pave  Wall  Street  "as  a  memorial 
to  a  bygone  era."  After  the  fall  of  Britain,  the  article  stated,  practically 
the  whole  world  would  trade  on  a  clearing  basis  only,  and  nobody  would 
accept  American  gold,  even  as  a  gift  to  be  used  to  build  up  new  gold 
currencies.  The  world,  or  at  least  Europe,  would  be  "degolded."  Almost 
simultaneously,  the  Koelnische  Zeitung  asserted  that  the  "World's  Gold 
International"  had  been  definitively  broken,  at  least  as  a  determining 
factor  for  either  national  economic  trends  or  business  cycles. 

On  July  25, 1940,  Walther  Funk,  Reich  Economic  Minister  and  Presi- 
dent of  the  Reichsbank,  said  that  the  best  solution  from  the  viewpoint 
of  all  parties  concerned  would  be  for  the  gold  stored  at  Fort  Knox  to  be 
taken  to  an  ocean  island  and  then  submerged  by  some  elemental  catas- 
trophe. He  also  emphasized  that  the  extent  to  which  a  reasonable  degree 
of  autarchy  could  be  achieved  on  a  European  continent  organized  by 
Germany — and  the  form  of  organization  was  not  to  be  a  customs  union 
of  equal  partners — was  primarily  a  matter  of  the  standard  of  living  and 
of  the  rationing  policy  in  the  member  countries.  This  statement,  to  our 
mind,  indicated  clearly  that  Germany's  aim  was  a  Reich-controlled  self- 
sufficient  Europe  with  the  consumption  of  the  conquered  countries  re- 
duced to  the  lowest  possible  point.  The  Reichsmark,  based  on  work  and 

23  See  the  factual  report  in  Der  Deutsche  Volhjwirt,  September  13,  1940;  the  author  empha- 
sized the  possible  role  of  the  German  banks  in  such  a  multilateral  system  and  expected  Germany 
gradually  to  become  a  creditor  country. 

24  See  "The  Adjustment  of  Prices  and  Wages  in  the  Protectorate  of  Bohemia  and  Moravia," 
Wirtschaft  und  Statistic,  September,  1940  (edited  by  the  Statistisches  Reichsamt).  A.  A.  Heichen, 
Der  Deutsche  Vol\swirt,  August  30,  1940,  emphasized,  on  the  other  hand,  that  the  prices  of 
agricultural  products  in  the  occupied  areas  must  not  be  raised  up  to  the  German  level  at  the 
expense  of  the  German  consumers.  (In  other  words,  the  price  adjustment  must  in  no  case  bring 
advantages  to  the  conquered  populations.)  In  certain  countries,  like  Holland,  the  level  of 
taxation  was  similarly  raised  up  to  the  German  level. 
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not  on  gold,  Herr  Funk  said,  will  assume  in  Europe  the  role  previously 
played  by  gold,  and  the  different  valuations  of  the  numerous  varieties 
of  marks  may  be  removed.  Gold,  however,  may  still  be  used  for  settling 
international  balances  outside  the  European  continent.  According  to  a 
summary  of  this  speech,  modified  for  the  American  reader,  Herr  Funk 
then  added,  "Naturally,  the  Reichsmark  will  be  the  predominating  cur- 
rency in  Europe.  .  .  .  But  this  is  not  to  be  interpreted  that  it  is  planned 
to  restore  a  completely  free  system  of  money  and  foreign  exchange  nor 
to  set  up  a  currency  union  in  the  whole  of  Europe,  which  would,  when 
done  simultaneously,  imply  a  customs  union." 25 

Fifteen  months  later,  in  October  1941,  Funk  reiterated  his  assertion 
that  the  gold  standard  had  collapsed  and  predicted  post-war  trade  on  a 
barter  basis  in  Europe  as  well  as  with  the  Americas.  "Even  in  payment 
with  countries  overseas,"  he  said,  "gold  will  certainly  not  be  an  important 
element,  but  rather  agreements  and  organization  of  production  and  sale 
relations  between  the  individual  economic  units." 

State  Councillor  H.  C.  H.  Wohltat,  Ministerialdirektor  in  the  office 
of  Reich  Marshal  Goering,  wrote  early  in  1940  that  "as  the  reintroduc- 
tion  of  gold  into  the  currency  systems  will  probably  prove  an  almost  in- 
surmountable problem  after  this  war,  and  the  tendency  to  consolidate 
national  economic  systems  will  continue,  more  and  more  large  spheres 
of  economic  influence  (wirtschaftliche  Grossraume)  will  develop.  .  .  . 
It  is  .  .  .  conceivable  that  Germany's  aim  in  recent  years  to  create  a 
new  regional  European  order  in  contrast  to  Britain's  claim  to  universal 
domination  may  be  given  as  deeper  reason  for  this  conflict  between  the 
powers."  26 

Emil  Puhl,  member  of  the  directorate  of  the  Reichsbank,  published  in 
the  same  issue  an  article  describing  (without  particular  enthusiasm)  the 
new  clearing  agreements,  in  which  he  said,  "A  theory  of  clearing  is 
wholly  irreconcilable  with  liberal  economic  ideas.  It  shatters  the  world- 
wide unity  of  a  universal  free  system  of  trade  and  payments,  and  im- 
poses strict  bilateralism  on  balances  of  payments  and  hence  on  the  inter- 
change of  goods  and  of  credits."  He  believed  that  a  state-controlled 
system  of  trade  will  be  retained,  but  that  the  forms  of  international  pay- 

25  German-American  Commerce  Bulletin  (New  York,  October,  1940). 

26  "Special  Aspects  of  Germany's  Economic  System — Germany's  Exports  Cover  the  Require- 
ments of  the  Neutral  States,"  Der  Deutsche  Volkswirt,  English  issue,  May  10,  1940. 
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merit  may  change.  This  was  written  before  the  conquest  of  the  Con- 
tinent. 

An  editorial  in  Der  Deutsche  Volkjwirt  of  July  26, 1940,  emphasized 
that  "it  would  be  desirable  to  be  able  to  fix  a  new  exchange  rate  between 
the  dollar  and  the  Reichsmark  as  well,  based  on  the  comparative  pur- 
chasing power  of  either  currency."  Dr.  Alfred  Rosenberg,  in  his  speech 
from  the  chair  of  the  French  Chamber  of  Deputies  after  the  Nazi  oc- 
cupation of  Paris,  declared,  "During  the  last  few  months  it  has  been 
officially  stated  in  Germany  that  the  National  Socialist  Reich  regards 
the  gold  standard  in  the  future  as  unacceptable."  27 

The  Frankfurter  Zeitung  wrote  in  an  editorial  on  August  2,  1940: 

Only  complete  lack  of  understanding  of  the  revolution  which  has  taken 
place  in  this  field  would  lead  anybody  to  suppose  that  Germany  has  nothing 
better  to  do  now  than  to  follow  in  the  tracks  of  the  World  Economic  Con- 
ferences, and  perhaps  to  make  a  European  customs  and  currency  union  her 
watchword.  .  .  .  The  bilateral  clearings  may  be  replaced  by  a  multilateral 
one,  which  may  enable  the  member  countries  to  make  payments  to  each 
other  through  barter.  ...  If  Berlin  is  to  be  the  international  center  of  clear- 
ing for  a  considerable  number  of  states  .  .  .  then  it  will  be  just  as  desirable 
to  maintain  deposits  here  as  it  was  considered  desirable  by  everybody  previ- 
ously to  have  reserves  of  dollar  or  sterling  assets.28 

Hitler,  in  his  speech  of  December  10,  1940,  stated,  "Two  worlds  are 
in  conflict,  two  philosophies  of  life.  ...  I  have  built  up  my  entire  econ- 
omy on  the  concept  of  work.  Those  who  have  gold  have  failed  com- 
pletely. You  cannot  get  anybody  to  take  the  British  pounds,  even  if  you 
throw  them  after  them.  Our  German  mark  without  gold  is  worth  more 
than  gold."  29 

Vincenzo  Azzolini,  director  general  of  the  Banca  d'ltalia,  said  in  his 
June  report,  1940,  that  economic  self-sufficiency  rather  than  a  return  to 
the  gold  standard  would  rule  post-war  Europe,  although  he,  too,  ad- 
mitted that  gold  still  might  be  useful  in  settling  international  balances. 
Another  leading  expert  of  Italy,  Mario  Mazzuchelli,  expressed  similar 
opinions.30 

On  the  other  hand,  Relazioni  Internazionali  declared  in  August  1940 

27  Berlin  report,  New  Yor\  Times,  November  29,  1940. 

28  Weekly  air  mail  edition. 

29  New  Yor\  Times,  December  11,  1940,  pp.  4-5. 

30  See  reports  from  Rome,  New  Yor\  Times,  August  30,  and  October  11,  1940. 
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that  the  aim  of  European  reorganization  would  be  a  degree  of  con- 
tinental self-sufficiency  that  would  protect  Europe  from  external  dangers, 
and  that  the  Continent  would  be  organized  by  two  interrelated  groups 
of  nations  with  Berlin  and  Rome  each  in  charge  of  one  group. 

Raflaelo  Riccardi,  Italian  Minister  of  Trade  and  Foreign  Exchange, 
who  conferred  in  October  1940,  and  again  in  October  1941,  with  Reich 
Minister  Funk  on  the  new  economic  order  in  Europe,  declared  in  the 
Popolo  d'ltalia  on  October  10,  1940,  that  from  France  to  Sweden,  and 
from  Sweden  to  Greece  every  nation's  economy  would  be  corporative 
and  autarchic,  with  the  lira  and  the  mark  as  the  monetary  basis.  He  en- 
visaged a  redistribution  of  colonies  and  a  hierarchy  of  nations.  "Euro- 
pean autarchic  policy  will  be  based  on  Italian  and  German  autarchy." 
Gold  was  to  be  succeeded  by  a  "work  unit  of  value,"  based  on  a  fixed 
exchange  rate  between  the  two  Axis  currencies.  Free  trade  would  be 
considered  absolutely  outmoded,  and  the  formula  for  trade  with  America 
would  be  goods  against  goods. 

During  his  visit  to  Rome  in  October  194 1,  Herr  Funk  indicated  that 
the  Italian  and  German  economies  were  "to  be  considered  as  one  unit," 
and  he  promised  Italy  future  economic  and  political  dominion  in  the 
Mediterranean. 

Virginio  Gayda,  referring  to  Riccardi's  conversations  in  Berlin,  said 
in  the  Giornale  d'ltalia  on  October  21, 1940,  that  non-European  countries 
will  either  have  to  adhere  to  the  system  of  multilateral  clearings,  or  will 
be  confined  to  trade  on  a  basis  of  balanced  exchanges  with  deficits  being 
settled  through  temporary  and  limited  gold  transfers.  This  assertion  was 
practically  identical  with  the  statement  of  the  German  State  Secretary 
Landfried  on  the  possible  limited  role  which  gold  would  play  in  the  new 
Europe  "if  the  nation  that  today  is  almost  the  sole  possessor  of  the  world's 
gold  places  gold  at  Europe's  disposal."  31  He  also  declared  that  the 
Reichsmark  was  now  "better  than  gold."  Correspondingly,  the  German 
policy  was  directed  at  diminishing  and  standardizing  the  discount  on 
the  mark  in  the  Balkan  countries.32  In  September  1941,  it  was  reported 

31  Address  in  Cologne,  September  15,  1940,  reported  in  the  New  Jor\  Times,  September  16, 
1940. 

32  A  detailed  account  of  the  manipulation  of  exchange  rates  in  the  occupied  countries  has  been 
given  in  Europe  under  Hitler.  In  Prospect  and  in  Practice,  ed.  Royal  Institute  of  International 
Affairs  (London,  1941).  See  also  Paul  Einzig,  Hitler's  "New  Order"  in  Europe  (New  York, 
1941);  and  Thomas  Reveille,  The  Spoil  of  Europe  (New  York,  1941). 
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that  the  currency  of  Nazi-occupied  Bulgaria  had  been  based  on  Reichs- 
mark  "reserves." 

(4)  Intercontinental  Trade.  All  these  policies  implied  that  the  trade 
of  German-guided  continental  Europe  with  other  regions  of  the  world 
was  to  be  restricted  to  necessities  which  could  not  possibly  be  obtained 
within  that  continent  even  if  consumption  of  the  European  populations 
was  to  be  held  down  to  the  lowest  possible  level.  As  we  have  pointed  out, 
self-sufficiency  in  the  eyes  of  its  supporters  had  always  meant  not  a  Chi- 
nese Wall  against  absolutely  all  imports,  but  the  "greatest  possible"  elim- 
ination of  foreign  goods. 

A  multilateral  clearing  system  based  on  fixed  exchange  rates,  without 
reference  to  gold,  was  intended  to  cover  as  much  as  possible  of  the  con- 
tinental trade  needs.  Such  a  bloc  would  have  had,  according  to  old 
standards,  about  one  half  of  the  world's  foreign  trade  under  its  control. 
As  it  was  to  operate  as  a  single  unit,  it  was  expected  to  be  in  a  very  strong 
position  vis  a  vis  countries  which  might  cling  to  the  traditional  concepts 
of  competition  and  gold  currency.  This  position  was  then  to  be  used  as 
an  instrument  of  political  as  well  as  economic  pressure.33  Moreover, 
Germany,  with  the  raw  material  resources  of  the  whole  Continent  at 
her  disposal,  was  to  replace  overseas  imports  with  synthetic  production 
wherever  possible.  Within  these  very  narrow  limits,  German-controlled 
Europe  was  to  maintain  "free  trade"  with  the  rest  of  the  world. 

However,  there  were  occasional  hints  of  a  possible  extension  of  the 
new  continental  economy  into  sections  of  Africa  and  Asia,  either  through 
political  annexation  of  these  regions  or  through  co-ordinated  colonial 
exploitation  by  the  "new  Europe."  "Germany,"  suggested  Dr.  F.  Tom- 
berg,  "is  going  to  participate  to  the  largest  possible  extent  in  the  process 
of  industrialization  and  intensification  of  the  agricultural  and  raw  ma- 
terial countries."  34 

On  the  other  hand,  Reich  Minister  Funk  wrote  in  Der  Vierjahresplan 
on  August  20,  1940,  "Since  the  German  market  is  the  focal  point  of  the 
European  market,  and  German  production  is  the  best  part  of  European 
production,  it  is  only  natural  that  trade  with  Germany  should  be  the 
solid  basis  of  the  whole  of  European  trade.  This  means,  however,  that 

33  See  Berlin  report  by  Perciva!  Knauth,  New  Yor\  Times,  June  23,  1940, 

34  Der  Deutsche  Volhjwirt,  July  25,  1940. 
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the  various  European  countries  have  to  adjust  themselves  to  the  require- 
ments of  the  German  and  German-controlled  markets."  Hitler  declared 
on  November  9, 1940,  "We  are  in  a  position  today  to  mobilize  the  power 
of  almost  all  Europe — and  that  I  shall  do  so  industrially  you  may  well 
believe." 

A  year  later  Germany  had  invaded  vast  territories  in  Russia  and  re- 
vealed some  of  her  plans  for  their  exploitation.  Herr  Funk  stated  in 
October  194 1  that  Russia's  markets,  and  her  food  and  raw  material  re- 
sources, were  to  become  part  of  the  "New  Order"  and  to  bolster  up  the 
self -sufficiency  of  the  Continent.  Large  migrations  from  the  West  toward 
the  East  were  to  take  place.  A  little  later,  a  scheme  involving  the  sale  of 
industrial  plants  in  occupied  Russian  territory  to  both  German  and  for- 
eign capitalists  was  brought  forward.  The  idea  was  to  cover  a  sizable 
part  of  the  German  war  bill  from  these  sales.  The  legal  basis  was  to  be 
the  fact  that  all  Soviet  industry,  of  course,  was  state-owned  and  therefore 
a  potential  object  of  confiscation  by  the  conqueror.  In  fact,  many  of 
these  plants  had  been  destroyed  or  damaged,  which  did  not  make  the 
offer  too  attractive.  Moreover,  the  Deutsche  Allgemeine  Zeitung,  of 
November  16, 1941,  emphasized  that  Germany  was  to  retain  "her  natural 
position  of  leadership  and  power"  in  Russian  industry. 

Not  only  was  Italy  promised  a  share  in  the  exploitation  of  Russia,  but 
impoverished  Vichy-France  was  offered  participation  in  the  reconstruc- 
tion and  development  of  the  Ukraine.  Dr.  Alfred  Rosenberg,  who  had 
been  appointed  to  the  post  of  Reich  Minister  for  Occupied  Russian  Ter- 
ritory, set  up  a  staff  of  technical  experts  to  take  stock  of  the  industrial 
facilities  of  that  area. 

Grossraumwirtschaft  and  Wehrwirtschaft 

A  great  many  of  the  older  plans  for  a  United  States  of  Europe,  or  for 
customs  unions  on  a  smaller  scale,  failed  because  no  machinery  for  mak- 
ing the  appropriate  readjustment  of  the  national  economies  was  worked 
out.  Perhaps  the  establishment  of  machinery  of  that  kind  was  bound  to 
entail  very  substantial  difficulties  under  a  highly  developed  competitive 
system,  for  the  vested  interests  of  thousands  of  private  owners,  entre- 
preneurs, and  employees  often  have  to  be  violated  if  previously  separated 
economic  areas  are  to  be  welded  together. 
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In  any  case,  Hitler  applied  to  this  problem  the  same  "solution"  as  to 
any  other  problem — force.  National  Socialist  continental  policy  did  not 
shrink  from  violating,  if  it  was  deemed  necessary,  every  conceivable  in- 
dividual right,  be  it  of  property  or  of  liberty;  and  force  plus  propaganda 
frequently  achieved  in  a  very  detestable  manner  what  the  good  man- 
ners of  previous  regimes  had  failed  to  achieve  at  all.  In  December  1939 
even  the  very  conservative  London  Times,  in  a  series  of  articles,  em- 
barked on  a  discussion  of  the  principles  of  European  planning,  but  at 
that  time  Hitler  was  already  preparing  for  the  subsequent  invasion  of 
the  Western  part  of  the  Continent. 

To  sum  up,  National  Socialism's  avowed  intention,  in  case  of  a  de- 
cisive victory,  was  a  new  economic  system  on  an  international  scale,  con- 
trolled and  directed  from  Berlin.  Hitler's  proposed  co-ordination  of  the 
European  continent  differed  very  widely  from  any  liberal  concept  of 
such  co-ordination;  it  was  to  involve  a  dictatorial  utilization  of  the 
continental  resources  for  the  purposes  of  the  Third  Reich,  which  did  not 
necessarily  coincide  with  the  interests  of  the  majority  of  the  German 
people.  Large  populations  were  to  be  uprooted  to  make  place  for  others, 
or  sent  thousands  of  miles  away  to  serve  in  labor  slavery,  as  has  been  the 
case  in  large  sections  of  Poland.  Even  the  German  or  semi-German  mi- 
norities in  the  Baltic  region  were  ruthlessly  transplanted  and  govern- 
mental "resettlement  trust  companies"  were  given  charge  of  their  prop- 
erty. In  July  194 1  Herr  Greiser,  the  Gauleiter  of  Danzig,  warned  the 
unhappy  Baltic  Germans  that  there  could  be  no  question  of  a  return  to 
their  former  homes  as  the  Fiihrer  had  ordered  them  to  fulfill  their  Ger- 
man mission  in  a  different  area. 

The  mines  and  forests  of  Europe  were  to  be  exhausted  at  any  pace 
that  might  suit  German  plans  for  economic  reconstruction,  and  new  re- 
sources were  to  be  tapped  without  regard  to  "costs,"  as  was  done  with 
the  Austrian  iron  ore  mines.  The  standard  of  living  of  all  the  con- 
tinental nations  except  Germany,  and  possibly  one  or  two  of  her  allies, 
was  to  be  kept  at  the  lowest  possible  level,  and  the  populations  of  the 
conqueror  countries  were  to  receive  occasional  crumbs  out  of  the  gigantic 
surplus  of  continental  exploitation. 

Most  of  this  surplus,  however,  was  to  be  reserved  for  the  building  up 
of  a  durable  continental  machinery  of  oppression  and  propaganda,  and 
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to  establish  a  European  Wehrwirtschaft.  Its  ultimate  purpose  was  eco- 
nomic preparation  for  the  conquest  of  the  rest  of  the  world,  more  or  less 
on  the  pattern  of  the  sacrifices  imposed  on  the  German  people  during  the 
'thirties  for  the  purpose  of  the  subsequent  conquest  of  Europe.  A  possible 
post-war  demobilization  crisis  was  to  be  combatted  in  very  much  the 
same  way  as  the  German  depression  had  been  combatted  in  and  after 
1933 — through  strict  regimentation  of  the  entire  German-controlled 
economy,  plus  large-scale  rearmament  destined  to  serve  for  future  con- 
quests outside  the  Continent.  Herr  Funk,  in  his  statement  of  July  25, 
1940,  expressly  hinted  that  the  transition  from  war  economy  to  "peace 
economy"  would  be  carried  out  "by  methods  similar  to  those  which 
proved  so  successful  before  and  during  the  war." 

Wehrwirtschaft,  with  all  its  unpleasant  restrictions  and  sacrifices,  had 
been  at  the  root  of  the  German  domination  of  the  Continent.  Theo- 
retically, it  was  conceivable  that  after  a  victory  in  the  European  war 
Germany  might  relax,  or  simply  be  content  to  exploit  more  moderately 
the  manpower  and  resources  of  the  other  continental  nations  in  order 
to  improve  the  standard  of  living  of  her  own  working  classes  after  years 
of  overwork  and  undernourishment. 

For  various  reasons,  such  an  assumption  was  out  of  harmony  with  the 
actual  trends.  It  had  been  largely  a  purposeful  policy  of  National  So- 
cialism to  perpetuate  the  economic  contrast  between  its  own  upper  class 
(which  included  its  powerful  political  machine)  and  the  mass  of  the 
population,  in  order  to  reward  the  former  and  to  exert  psychological 
pressure  upon  the  latter.  For  similar  reasons  the  Third  Reich  permitted 
or  fostered  in  certain  vassal  countries  the  formation  or  survival  of  an 
analogous  upper  class,  comprising  the  pro-German  sections  of  the  po- 
litical and  military  machines  and  certain  remnants  of  the  old  upper 
classes.  On  the  other  hand,  it  tried  to  wipe  out  both  morally  and 
physically  any  vestige  of  a  leading  class  in  such  countries  as  Poland. 

Referring  to  the  question  of  how  long  Wehrwirtschaft  was  supposed 
to  last,  Der  Vierjahresplan,  a  bi-monthly  publication  edited  by  Goring's 
office,  asked  on  August  20,  1940,  "Once  the  menace  has  disappeared, 
shall  we  still  need  to  think  and  plan  in  terms  of  military  economy  ?  .  .  . 
The  idea  of  security  will  have  to  be  focal  point  of  the  European  eco- 
nomic order.  ...  In  view  of  the  menacing  attitude  that  certain  Ameri- 
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can  circles  consider  it  advisable  to  take  in  the  economic  field,  it  will  be 
the  task  of  Germany  and  Italy  to  build  a  continental  Wehrwirtschaft. 
.  .  .  Up  to  now,  our  situation  compelled  us  to  confine  our  economic  war 
strength  to  a  narrow  space.  Now  the  space  which  we  are  able  to  protect 
is  being  enlarged  tremendously."  The  writer  looked  forward  to  "a 
world  economy  based  on  living-space  communities  of  nations  with 
continents  as  its  subdivisions,"  and  added,  "In  any  case,  in  the  discussion 
on  the  future  economic  order  in  Europe  the  idea  of  military  economy 
will  not  be  missing."  35 

Moreover,  such  features  of  the  Nazi  economy  as  elimination  of  un- 
employment and  business  fluctuations,  drastic  reductions  in  the  standard 
of  living,  and  complete  regimentation  of  all  economic  activities  had  been 
quite  closely  connected  with  war  preparation  in  the  past.  The  extension 
of  this  economic  system  to  the  Continent  inevitably  required  the  motive 
of  further  military  "necessities"  as  its  psychological  basis.  Without  going 
into  the  question  of  whether  or  not  the  economic  methods  of  National 
Socialism  could  conceivably  be  applied  for  peaceful  purposes,  it  may  be 
pointed  out  that  National  Socialism  itself  did  not  announce  any  inten- 
tion of  fighting  depression  and  of  making  a  post-war  transition  without 
new  armaments,  or  of  abolishing  unemployment  without  compulsory 
service.  The  quarterly  Wirtschajts\urve  for  August  1940  asked,  "Could 
not  Germany,  after  ending  the  war  victoriously,  return  to  the  gold 
standard  and  free  trade  on  the  old  model  ?  .  .  .  An  analysis  of  the  vari- 
ous motives  of  German  economic  policy  shows  immediately  that  the 
answer  is  'no/  .  .  .  Germany  is  not  going  to  allow  herself  again  to 
become  dependent  upon  international  business  fluctuations  whose  de- 
termining factors  she  is  unable  to  influence.  .  .  .  Germany  must  also 
take  care  in  the  future  to  keep  her  independence  in  matters  of  economic 
preparedness,  which  includes  independence  in  such  matters  for  the 
whole  European  Continent,  with  a  view  to  creating  a  basis  for  an  inde- 
pendent European  policy." 

There  was  likewise  every  indication  in  German  literature,  from  Mein 

35  The  Nation  of  September  7,  1940,  printed  a  previously  unpublished  interview  of  a  Swedish 
journalist  with  the  former  President  of  the  Reichsbank,  Dr.  Hjalmar  Schacht,  referring  to  an 
European  Export  and  Import  Syndicate  to  fix  regulations  for  continental  trade  with  the  United 
States,  Japan,  and  Russia.  "Similar  or  equivalent  organizations  would  have  to  be  created  in 
those  countries  to  guarantee  successful  collaboration," 
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Kampf  to  more  recent  proclamations,36  that  the  Third  Reich  did  not  in- 
tend to  stop  even  after  the  conquest  of  Britain.  Its  concept  of  the  new 
world  order  implied  strengthening  the  German  position  in  possible  fu- 
ture showdowns  with  the  rulers  of  other  spheres,  including  some  of  Nazi 
Germany's  allies — not  to  speak  of  a  final  drive  for  complete  world  domi- 
nation as  repeatedly  announced  by  Rosenberg  and  others.  Moreover,  the 
general  idea  of  a  militarized  society  had  been  dominant  in  Germany 
for  years,  and  the  belief  in  the  superiority  of  such  a  society  over  "peace- 
ful degeneration"  was  deeply  rooted.  Here  again  there  was  every  indica- 
tion that  after  a  great  victory  the  Third  Reich  intended  not  only  to  main- 
tain at  home  the  principle  of  a  militarized  society,  but  also  to  attempt  to 
apply  it  to  the  "inferior"  nations  of  which  it  considered  itself  the  natural 
educator. 

Peter  F.  Drucker 37  asserted  late  in  1940  that  discussion  within  Nazi 
circles  on  the  future  shape  of  Europe  was  still  going  on,  and  that  the 
concept  of  Grossraumwirtschajt  had  apparently  become  outmoded.  The 
revolutionary  leaders  like  Goebbels  and  Himmler,  he  said,  considered 
any  program  based  on  economic  rather  than  ideological  principles  in- 
compatible with  the  National  Socialist  idea,  and  preferred  revolution- 
izing the  other  nations  along  totalitarian  lines  to  old-fashioned  exploita- 
tion. On  the  other  hand,  the  hard-boiled  military  leaders,  according  to 
Drucker,  wanted  safety  first  and  aimed  at  splitting  Europe  up  into  small 
vassal  states  of  the  Reich.  Funk  and  Goring  were  primarily  interested 
in  occupying  the  commanding  positions  in  the  European  economy :  they 
wanted  the  German  Government  to  have  control  or  ownership  of  all 
the  basic  resources  and  industries,  and  the  freedom  to  transfer  the  in- 
dustries of  Western  Europe  wherever  it  desired. 

I  cannot  claim,  as  others  have  done,  to  have  uncovered  the  secret  of 
the  actual  intentions  or  discussions  of  the  Nazi  rulers,  and  evidence 
from  German  sources  on  definite  details  of  the  proposed  Nazi  reor- 
ganization of  Europe  has  been  limited.  However,  unless  the  term  Gross- 
raumwirtschajt is  used  in  an  unusually  narrow  sense,  it  seems  to  make 
little  difference  which  particular  administrative  technique  of  domina- 

36  There  is  reason  to  believe  Hermann  Rauschning's  report  on  Hitler's  confidential  statements 
regarding  the  United  States.  See  The  Voice  of  Destruction  (New  York,  1940),  pp.  68  flf.  See  also, 
Robert  Strausz-Hupe,  Axis  America.  Hitler  Plans  Our  Future  (New  York,  1941). 

37  "Germany's  Plans  for  Europe,"  Harpers,  November,  1940. 
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tion  the  Nazis  proposed  to  use.  They  might  or  might  not  decide  to  admit 
local  puppet  governments,  they  might  apply  different  methods  of  con- 
trol to  various  regions,  but  their  general  policy  was  always  directed 
toward  a  centrally  planned  management  of  all  Europe's  economic  ac- 
tivities in  the  exclusive  interest,  as  they  saw  it,  of  the  German  nation. 

In  other  words,  in  the  event  of  a  decisive  German  victory,  the  policy 
envisaged  was  clearly  a  militarized  Grossraumwirtschaft  within  a  com- 
paratively self-sufficient  European  continent,  controlled  by  National 
Socialist  ideas,  interests,  and  methods.  The  power  and  potentialities  of 
such  an  economic  and  political  unit  were  bound  to  be  tremendous.  Eu- 
rope had  remained  the  seat  of  some  of  the  largest  industries  of  the  world. 
Moreover,  both  a  revival  of  industries  that  had  been  temporarily  idle 
owing  to  business  fluctuations,  and  possible  new  industrialization  con- 
nected with  large-scale  rearmament,  were  certain  greatly  to  strengthen 
her  industrial  productive  capacity. 

Eastern  and  Southern  Europe  had  potential  resources  of  foodstuffs 
and  raw  material  supplies  which  Germany  expected  to  reorganize 
thoroughly,  employing  both  modern  technical  methods  and  political 
pressure  as  before  the  war,  but  on  a  larger  scale.  Moreover,  the  leaders 
of  the  Third  Reich  had  long  ago,  as  in  the  Vierjahresplan  of  1936,  an- 
nounced their  intention  of  fostering  as  much  as  possible  the  develop- 
ment of  synthetic  raw  materials,  and  now  had  vast  additional  amounts 
of  cheap  manpower  and  basic  minerals,  such  as  coal  and  lignite,  at  their 
disposal.  A  continental  Nazi-Europe  was  bound  to  be  a  much  better 
equipped  enemy  for  any  potential  overseas  opponent  than  the  Third 
Reich.  In  January  1942  the  United  States  Bureau  of  Mines  reported  a 
very  nearly  even  balance  in  the  current  production  of  war-essential 
minerals  between  the  German-controlled  area,  on  the  one  hand,  and 
the  United  States  and  Britain,  on  the  other.  The  Bureau  estimated  the 
1940  production  of  the  former,  not  including  Japan,  as  47  per  cent  of 
the  world  output  of  coal,  46  per  cent  for  iron  ore,  44  per  cent  for  pig  iron, 
50  per  cent  for  bauxite,  66  per  cent  for  magnesium,  42  per  cent  for  mer- 
cury, 33  per  cent  for  zinc.  However,  the  figures  given  for  such  vital 
materials  as  oil,  lead,  molybdenum,  antimony,  nickel,  tungsten,  copper, 
and  chromite  were  far  lower. 

Virginio  Gayda,  Mussolini's  spokesman,  advised  the  United  States  in 
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the  interest  of  its  own  safety  to  recognize  the  new  order  in  Europe  with- 
out delay  and  added,  "Europe  is  about  to  receive  a  new  face  and  a  new 
scale  of  values.  A  grave  error  may  result  for  the  other  continents  from 
overlooking  this  reshaping  and  from  identifying  all  of  Europe  and  her 
actual  forces  with  a  mere  section  of  this  Continent."  38 

Similarly,  German  spokesmen  emphasized  the  "revolutionary"  char- 
acter of  the  new  European  order.  An  editorial  in  Wirtschaft  und  Arbeit 
stated,  "From  the  beginning,  revolutionary  Germany  saw  in  the  crisis 
of  the  world  economy  possibilities  for  a  new  order,  whereas  the  liberal 
states  regarded  the  same  development  as  a  collapse."  39 

F.  Appel  wrote,  "From  the  North  Sea  to  the  Pacific,  the  natural  law 
of  living-space  fights  the  old  imperialistic  universalism.  .  .  .  One  thing 
is  certain:  At  the  end  of  the  present  struggle  between  Germany  and  Eng- 
land, the  world  of  the  Nineteenth  Century  will  collapse  forever.  The 
new  Europe,  various  as  the  governmental  systems  may  be,  will  arise 
under  the  rule  of  a  unifying  idea  of  community  of  Kultur  and  fate, 
which  will  receive  new  strength  through  a  delimitation  of  the  living- 
spaces  and  the  construction  of  a  system  of  racially  organized  states."  40 

The  American  "Large-space" 

Nazi  writers  have  divided  the  world  into  several  Grosswirtschafts- 
r'dume,  which  sometimes  were  almost  identical  with  Coudenhove's  Rvc 
areas:  Pan-Europa,  Pan-America,  Russia,  Asia  and  the  British  Empire. 
Not  until  more  recently  have  they  considered  the  British  Empire  to 
be  on  the  verge  of  disintegration.  Some  of  them  regarded  the  two 
Americas  as  the  "natural"  sphere  of  activity  of  the  United  States;  others 
saw  in  this  country  itself  a  typical  example  of  Grosswirtschaftsraum. 

They  pointed  to  the  manifold  resources  and  industries  of  this  country 
which  had  rendered  it  comparatively  self-sufficient,  or  at  least  not  neces- 
sarily dependent  either  upon  exports  or  imports,  except  for  a  few  ma- 
terials such  as  rubber  and  tin.  They  stressed  the  small  share  of  foreign 
trade  in  the  total  business  activity  of  the  United  States,  as  well  as  the 
vast  open  spaces  in  the  Western  states  and  some  of  the  Territories,  which 

38  Europaische  Revue  (Berlin,  September,  1940). 

39  Berlin,  August,  1940. 

40  "Der  Kampf  des  20.  Jahrhunderts,"  Nationalsozialistische  Monatshefte  [official  review  of  the 
Nazi  Party],  January,  1940. 
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still  offered  economic  opportunities  despite  the  fact  that  the  frontier 
was  closed  long  ago. 

The  general  trend  of  Nazi  policy  has  increasingly  been  to  consider 
Latin  America  a  sphere  of  possible  German  expansion,  and  therefore  to 
stress  the  completeness  of  the  United  States  as  an  economic  region.  The 
Essener  National-Zeitung,  Goring's  mouthpiece,  claimed  repeatedly  that 
the  new  economic  drive  of  the  United  States  in  Latin  America  was  actu- 
ally aimed  at  mobilizing  the  Americas  for  an  early  economic  war  against 
Europe  rather  than  at  peaceful  commerce.  On  the  other  hand,  some  Ger- 
man writers  also  elaborated  the  "natural"  economic  place  of  Japan  in 
East  Asia  and  the  Pacific,  thus  contesting  any  "rights"  of  the  United 
States  in  that  region  as  well  as  in  Latin  America. 

In  his  statement  of  July  1940,  Reich  Minister  Funk  criticized  the  vari- 
ous plans  aiming  at  an  "autarchy"  of  the  American  markets,  and  the 
subsequently  buried  Pan-American  cartel  scheme.  He  declared  that 
South  America  needs  German  products  and  Germany  needs  those  of 
South  America.  At  the  Havana  Conference  and  on  other  occasions,  cer- 
tain South  American  economists  expressed  almost  the  same  opinion. 
The  underlying  assumption  of  the  Germans  was  clearly  their  domina- 
tion of  the  European  continent,  which  formerly  took  about  40  per  cent 
of  Argentina's  total  exports,  for  instance.  In  1938,  the  last  pre-war  year, 
German  trade  with  Uruguay  amounted  to  about  twice  the  value  of 
United  States  trade  with  that  country,  and  Germany  was  likewise  ahead 
in  trading  with  Brazil,  Chile,  and  others. 

Moreover,  the  initial  phase  of  the  war  brought  no  substantial  increase 
in  British  purchases.  In  some  countries,  like  Chile,  there  was  an  actual 
decrease.  Argentina  was  forced  to  burn  as  fuel  6,000,000  tons  of  corn; 
Chile  accumulated  enormous  stocks  of  beans,  peas,  and  lentils;  and  her 
exports  of  nitrates  and  copper  were  greatly  reduced.  Brazil  piled  up  large 
stocks  of  coffee,  cotton,  rice,  and  fruit;  and  Uruguay  one-fourth  of  a 
year's  crop  of  wool.  They  all  anxiously  waited  for  the  end  of  the  Euro- 
pean war,  and  were  at  first  prepared  to  sell  to  any  part  of  the  world  on 
almost  any  conditions.  They  preferred  selling  to  the  United  States  for 
good  dollars  to  bartering  with  Germany  and  Italy,  but  did  not  see  how 
the  United  States  could  absorb  their  agricultural  surpluses  of  wheat,  cot- 
ton, meat,  and  sugar,  in  which  American  farmers  were  competitors,  and 
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many  other  important  products  such  as  oil.  On  the  other  hand,  United 
States  exports  to  Latin  America  increased  during  the  first  year  of  the 
European  war  by  as  much  as  42  per  cent  over  the  preceding  period.  Only 
much  later  were  some  of  these  trends  reversed. 

Scarcely  anyone  in  the  United  States  recommended  organizing  an 
American  Grossraum  on  the  pattern  of  the  Nazi  schemes  for  the  Euro- 
pean continent;  resistance  in  South  America  against  "Yankee  imperial- 
ism," for  historical  and  psychological  reasons,  was  likely  to  be  very  much 
stronger  than  it  had  been  for  years  against  the  much  more  systematic 
and  ruthless  penetration  by  Germany  and  Italy.  Moreover,  close  eco- 
nomic co-operation  with  Latin  America  inevitably  presupposed  on  the 
part  of  the  United  States  a  willingness  to  undergo  very  substantial  finan- 
cial sacrifices,  in  the  form  for  instance  of  increased  subsidies  to  American 
farmers  and  large-scale  purchases  of  South  American  goods,  not  to  speak 
of  direct  loans,  possibly  a  fond  perdu.  Few  people  anticipated  the  subse- 
quent huge  raw  material  needs  of  the  United  States  for  rearmament  and 
lend-lease  purposes,  and  her  difficulties  in  exporting  due  to  defense 
priorities. 

The  new  policy  was  bound  to  mean  more  than  a  mere  expansion  of 
American  investments  in  that  region  (estimated  in  194 1  at  about  $5,000,- 
000,000),  and  commercial  or  financial  considerations  began  to  play  a 
secondary  role.  Such  sacrifices,  coinciding  as  they  did  with  gigantic  ex- 
penditures for  rearmament  in  the  United  States,  tended  in  the  long  run 
to  contribute  toward  reducing  the  American  standard  of  living,  though 
probably  much  less  so  than  the  final  alternative — the  possible  necessity 
of  defending  herself  against  aggression  from  a  Nazi-controlled  Latin 
America.  On  the  other  hand  it  was  difficult  to  see  how  the  American 
producers  of  many  raw  materials  and  food-stuffs  could  be  induced  un- 
der a  competitive  economy  to  undergo  rapid  structural  changes  designed 
to  eliminate  competition  with  South  American  products.  The  agricul- 
tural policies  of  the  New  Deal  had  made  such  structural  changes  even 
more  difficult  than  before.  The  United  States  policy  gradually  shifted 
in  favor  of  giving  assistance  to  a  well-conceived  industrialization  of  Latin 
America  (with  special  regard  to  such  fields  as  modern  refrigeration 
methods),  rather  than  helping  toward  the  permanent  and  costly  main- 
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tenance  of  the  traditional  economic  structure  of  that  region.  Here  again, 
however,  the  rearmament  and  priorities  problems  intervened. 

The  United  States  had  lost  much  ground  and  time  in  organizing  closer 
Pan-American  economic  co-operation,  not  to  speak  of  a  Grossraum. 
Moreover,  the  European  tendencies  toward  autarchy,  which,  as  we  have 
emphasized,  were  linked  up  with  the  new  continental  ideas,  had  been 
considerably  strengthened  by  the  neutrality  policy  of  the  United  States 
in  the  pre-war  years. 

The  Monroe  Doctrine,  to  some  extent  an  early  forerunner  of  the  new 
Grossraum  ideas,  was  bound  to  be  deeply  affected  by  German  control  of 
Europe  and  the  utilization  of  the  Continent's  resources  for  a  new  and 
vastly  extended  Wehrwirtschajt.  The  real  weakness  of  the  Monroe  Doc- 
trine in  our  period,  aside  from  the  increased  tendency  toward  independ- 
ence on  the  part  of  the  Latin  American  nations,  has  been  its  lack  of  an 
adequate  economic  foundation,  which  left  Latin  America  exposed  to 
the  danger  of  penetration  by  the  totalitarian  countries  of  Europe,  espe- 
cially if  that  continent  was  organized  as  a  single  unit.  If  the  raw  materials 
of  Latin  America  were  to  be  added  to  the  industrial  resources  of  the 
European  continent,  and  if  this  combined  economic  power  was  to  be 
utilized  for  the  purposes  of  military  economy  on  a  tremendous  scale, 
then  even  the  United  States  with  its  large  geographic  area  and  enor- 
mous facilities  had  no  time  to  lose  in  its  effort  to  keep  pace  with  the 
economic  power  of  potential  aggressors. 

To  sum  up,  military  economy  on  a  continental  scale  implied  a  German- 
controlled  and  German-exploited  Europe  employing  its  vast  resources 
to  rearm  in  accordance  with  a  centralized  dictatorial  plan  which  would 
involve  compulsory  labor  and  a  low  standard  of  living  for  the  con- 
tinental, particularly  the  non-German,  populations. 

The  sphere  of  influence  of  such  a  Nazi-Europe  threatened  to  extend 
far  beyond  the  Continent  and  to  include,  in  varying  degree,  large  sec- 
tions of  Africa  and  other  colonial  regions,  and  potentially  most  of  Latin 
America.  This  was  to  be  accompanied  by  an  analogous  organization  of 
other  comparatively  self-sufficient  "large-spaces,"  such  as  a  Japanese- 
controlled  East  Asia.  The  mutual  trade  of  these  systems,  as  well  as  their 
commerce  with  other  regions,  was  to  be  more  or  less  limited  to  those 
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necessities  which  could  not  be  produced  or  replaced  by  synthetic  sub- 
stitutes within  each  individual  regional  system.  They  were  to  follow 
the  European  example  and  organize  sooner  or  later  their  entire  economic 
life  in  accordance  with  military  needs. 

The  sovereignty  of  scores  of  countries  which  had  outlived  a  rapid 
internationalization  in  technological  and  commercial  fields  was,  in  a 
way,  removed  by  Nazi  aggression,  but  at  tremendous  cost  in  terms  of 
human  welfare,  happiness,  and  freedom.  The  European  nations  which 
had  failed  to  eliminate  obsolete  economic  boundaries  in  a  peaceful  sys- 
tem of  democratic  self-government,  either  on  the  American  or  other 
models,  had  to  pay  dearly  for  having  left  the  job  of  European  co- 
ordination to  National  Socialism. 


CHAPTER  VI 

CAPITALISM,   PREPAREDNESS,   AND   DEMOCRACY 

A  LTHOUGH  military  economy  tended  everywhere  gradually  to 

L\  abandon  certain  fundamental  principles  of  the  competitive  sys- 
L  V  tern,  many  of  its  original  features  merely  reinforced  and  ac- 
celerated trends  that  prevailed  long  before  the  orientation  of  economic 
policy  toward  war  purposes.  Ever  since  the  'twenties,  there  had  been  a 
good  deal  of  discussion  as  to  what  extent  the  prevailing  economic  sys- 
tem, particularly  in  Europe,  was  still  identical  with  capitalism  in  the 
original  meaning  of  the  term.  This  discussion  was  of  course  even  more 
relevant  to  the  period  of  preparedness  and  war,  which  substantially  re- 
inforced the  following  general  trends  in  recent  economic  life: 

(i)  Centralization  of  Economic  Control.  Various  regulations  during 
the  First  World  War  had  effectively  encouraged  the  trend  toward  mo- 
nopolies. Conversely,  the  cartels  and  trusts  paved  the  way  toward  a  cen- 
tralization of  economic  control  in  the  hands  of  the  government.  In 
Germany,  not  only  the  National  Socialist  regime  but  also  the  whole 
Wehrwirtschaft  could  hardly  have  been  established  without  the  previ- 
ous formation  during  the  'twenties  of  such  bodies  as  the  United  Steel 
Trust. 

Yet  the  gradual  expansion  of  monopolies  and  semi-monopolies  during 
the  period  of  competitive  capitalism  did  not  mean  a  limitless  concentra- 
tion of  capital  in  the  sense  of  a  complete  disappearance  of  small  business 
and  a  full  prole tarization  of  the  middle  classes.  While  the  standard  of 
living  of  these  classes  in  various  European  countries  sank  even  below 
that  of  the  working  class,  and  while  their  relative  importance  in  the  na- 
tional productive  and  distributive  system  dwindled,  the  total  number 
of  small  businesses  increased  rather  than  diminished,  and  the  ideology 
of  these  circles  as  a  rule  remained  far  removed  from  socialism. 

Wehrwirtschaft,  however,  produced  a  proletarization  of  the  German 
middle  classes  on  a  scale  and  at  a  pace  that  no  theorist  ever  dared  to 
forecast  under  free  competition.  This  process  was  by  no  means  halted 
by  the  "farming  out"  of  armament  orders.  Under  the  Four  Year  Plan  the 
middle  classes  were  systematically  "combed  out."  Pressure  through  tax- 
ation and  propaganda,  the  priority  system,  and  the  control  of  raw  ma- 
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terial  supplies  induced  many  retailers  and  artisans  in  Germany  to  be- 
come workers  in  the  large  war  industries,  and  considerable  sections  of 
these  classes  disappeared. 

Such  centralization  as  took  place  implied  not  so  much  concentration 
of  property  as  concentration  of  economic  control  in  the  hands  of  the 
government.  This  meant  a  gradual  undermining  of  private  ownership  in 
the  traditional  sense,  even  though  the  Nazi  Government  still  enjoyed 
the  confidence  of  considerable  sections  of  the  large  and  small  property 
owners.  In  a  regime  where  various  forms  of  terror,  from  "voluntary  con- 
tributions" to  the  death  penalty,  were  accepted  procedures  in  dealing 
with  the  individual,  whether  or  not  he  happened  to  be  a  businessman, 
no  fundamental  rights  in  the  traditional  sense  were  left.  It  became, 
therefore,  very  questionable  whether  a  specific  right  of  the  individual  to 
hold  private  property  in  a  strict  meaning  had  survived.  At  least,  any  such 
right  was  greatly  modified  by  the  sequence  of  more  or  less  camouflaged 
capital  levies,  not  to  speak  of  the  general  Nazi  philosophy  of  property 
as  a  duty  of  the  individual  toward  the  state.  The  fact  that  parts  of  big 
business  retained  a  leading  position,  or  even  increased  their  influence, 
in  the  new  Nazi  economy  did  not  mean  that  conditions  for  the  average 
property  owner  had  remained  safe. 

While  complete  monopolies  were  comparatively  rare  before  this 
period,  the  state  itself  now  organized  more  and  more  of  them,  though 
for  military  ends  rather  than  for  profit.  Of  course,  monopolies  that 
were  thus  formed  differed  widely  from  those  that  were  established  with 
a  view  to  dominating  a  business  market,  but  the  effect  on  the  freedom  of 
competition  was  even  more  detrimental. 

The  chief  reasons  for  the  reinforcement  of  the  monopolistic  policy 
were  the  vast  and  continuous  needs  of  the  state  as  the  exclusive  "mass 
consumer,"  and  the  necessity  of  avoiding  any  physical  waste  of  either 
materials  or  manpower,  without  much  regard  to  the  business  aspect  of 
the  problem.  Originally,  however,  this  policy  was  endorsed  by  certain 
sections  of  big  business  which  believed  that  it  would  simply  foster  their 
own  domination  of  the  markets  along  traditional  lines. 

The  changes  in  class  structure  that  these  developments  involved  can 
hardly  be  overestimated.  For  instance,  from  August  1936  through 
August  1937,  640,000  more  new  workers  were  employed  in  Germany 
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than  could  be  accounted  for  by  re-employment  of  the  workless  during 
that  period.  Out  of  this  figure,  26  per  cent  had  previously  belonged  to 
small  business.1  The  "nationalization"  of  the  German  peasant  class  has 
already  been  described  in  Chapter  IV. 

Furthermore,  many  intellectuals  were  compelled  either  to  specialize 
in  occupations  useful  for  war  ends  or  to  abandon  their  professions.  The 
working  class  had  been  split  up  during  the  depression  into  two  groups 
bitterly  opposed  to  each  other:  the  employed  and  the  unemployed. 
Wehrwirtschajt  reunited,  unintentionally,  the  two  rival  sections.  Un- 
employment disappeared,  and  the  standard  of  living  of  the  regularly 
employed  workers  was  greatly  reduced.  More  and  more  frequently  the 
worker  faced  the  government  rather  than  a  private  employer  as  a  bar- 
gaining partner.  We  have  already  pointed  to  the  nationalization  of  the 
trade  unions.  It  is  true  that  even  in  certain  democratic  countries,  trade 
unionism  has  found  it  difficult  to  avoid  far-reaching  national  control 
during  a  period  of  industrial  mobilization  or  war. 

The  new  system  was  unsatisfactory  for  the  majority  of  the  old  classes 
in  Germany,  and  in  fact  gradually  submerged  many  of  the  traditional 
class  conflicts.  Temporarily  at  least,  the  centralized  state  power,  based 
on  a  war  ideology,  succeeded  in  paralyzing  practically  all  of  the  di- 
vergent social  forces — a  kind  of  compulsory  union  sacree.  On  the  other 
hand,  the  increasing  orientation  of  the  German  society  toward  war 
failed  to  produce  the  common  front  of  the  majority  of  classes  against  an 
almighty  government,  which  certain  foreign  observers  expected  to  see 
at  an  early  date.  However,  the  gradual  changes  in  class  structure  and 
in  the  nature  of  social  conflicts  that  characterized  economic  life  in  Ger- 
many and  elsewhere  during  the  period  after  the  First  World  War  were 
tremendously  accelerated  in  the  new  period  of  preparedness,  and  little 
remained  of  the  old  rigid  social  strata. 

(2)  Protectionism.  War  considerations  originally  played  only  a  lim- 
ited part  in  bringing  about  the  rise  of  tariff  walls  throughout  the  world 
after  the  First  World  War.  The  roots  of  protectionism  were  practically 
as  old  as  the  competitive  system.2  The  chief  historical  reason  for  pro- 

1  Reichskreditgesellschaft,  Deutschlands  wirtschaftliche  Entwicklung  im  i.  Halbjahr  1938  (Ber- 
lin, 1938). 

2  See  Chapter  VII. 
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tectionism  was  the  unequal  start  and  pace  of  industrialization  and  of 
competitive  institutions  in  the  various  countries.  Periodic  depressions 
strengthened  the  incentives  for  protectionism,  and  structural  changes 
in  European  politics  and  economics  due  to  the  First  World  War  were 
an  important  additional  factor. 

The  self-sufficiency  policies  connected  with  military  economy  tended 
everywhere  to  systematize  and  expand  protectionism.  Such  peacetime 
policies  as  the  agricultural  marketing  regulations  in  England,  particu- 
larly those  affecting  grain  and  sugar,  were  gradually  adjusted  to  the 
requirements  of  war  economy  as  the  necessity  arose.  However,  the  pur- 
pose of  protection  changed  from  that  of  securing  profitable  business 
for  the  producers  or  protecting  the  interests  of  the  consumers,  to  that 
of  providing  wide  potential  or  actual  production  of  war  essentials.  The 
German  control  of  foreign  trade  since  1933,  while  locking  out  "un- 
necessary" goods,  was  designed  to  augment  the  imports  of  war  ma- 
terials. While  German  exports  as  such  were  fostered  temporarily  in 
order  to  secure  foreign  currencies,  unauthorized  exportation  of  mate- 
rials connected  with  the  war  potential  was  as  strictly  forbidden  as  were 
"unnecessary  imports." 

In  Germany,  both  the  principle  and  the  methods  of  the  regimenta- 
tion of  trade  gradually  underwent  fundamental  changes.  The  guiding 
idea  was  no  longer  protection  of  the  home  market  but  utilization  of 
available  foreign  resources  for  domestic  production  of  war  essentials  on 
the  largest  possible  scale.  Unco-ordinated  tariff  barriers  against  various 
kinds  of  goods  were  replaced  by  the  centralized  control  of  trade  in  both 
directions,  disguised  for  a  time  as  currency  control.  In  short,  the  old 
technique  of  protectionism  was  but  a  starting  point,  though  a  highly 
important  one,  for  the  kind  of  trade  regulation  which  aims  primarily 
at  maximum  war  efficiency. 

The  trend  toward  synthetic  raw  material  production  which  resulted 
from  the  desire  for  self-sufficiency  both  in  Germany  and  other  coun- 
tries also  had  precedents  in  more  peaceful  periods.  A  number  of  experts 
forecast  a  general  secular  movement  away  from  natural  raw  materials 
toward  synthetic  and  other  chemical  products.  There  have  been,  in  fact, 
some  striking  instances  of  this,  such  as  nitrogen  and  rayon,  in  the  last 
few  decades.  Economically  this  meant  for  most  industrialized  nations 
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a  shift  from  imported  to  domestic  raw  materials.  Under  a  competitive 
system  such  a  change  could  take  place  only  if  home-produced  materials 
were  cheaper  than  the  cost  of  the  imported  goods  plus  freight,  in- 
surance, etc.,  and  if  the  costs  of  research  were  not  prohibitive  for  private 
business.  Here  again  military  economy,  first  in  Germany  and  then  in 
other  countries,  started  where  the  competitive  system  left  off. 

However,  research  work  on  synthetic  materials  no  longer  necessarily 
aimed  at  increasing  business  profits;  it  was  financed  by  the  government 
almost  without  regard  to  cost  and  aimed  primarily  at  the  elimination 
of  imports  of  goods  of  military  significance.  Many  of  the  ersatz  mate- 
rials meant  the  replacement  of  good  qualities  by  bad  ones  at  enormously 
increased  costs  in  terms  of  raw  materials  and  labor.  Some  of  them,  how- 
ever, were  capable  of  being  produced  more  or  less  "economically"  even 
in  the  peacetime  sense,  and  were  likely  to  survive  the  period  of  military 
economy.  Synthetic  rubber,  for  instance,  while  still  much  more  ex- 
pensive than  natural  rubber  under  conditions  of  unrestricted  competi- 
tion, soon  came  within  the  range  of  the  prevailing  monopoly  prices  for 
the  natural  product.3 

More  than  once  in  history,  war  or  war-guided  protectionism  has  helped 
to  develop  new  methods  of  industrial  production,  though  in  a  cruel  and 
wasteful  fashion.  The  needs  of  the  artillery  during  the  Crimean  War 
(1853-1856)  contributed  to  the  development  of  Bessemer  steel.  Ger- 
many's inability  to  secure  Chilean  nitrates  during  the  First  World  War 
inspired  Fritz  Haber  to  develop  his  synthetic  ammonia  method.  Be- 
tween the  two  wars,  Germany  developed  methods  of  transforming  coal 
into  gasoline,  wood  cellulose  into  fodder,  and  milk  into  cloth.  For  many 
products  it  was  practically  impossible  to  detect  the  exact  moment  at 
which  protectionism  on  the  old  model  was  transformed  into  a  war- 
guided  policy  of  self-sufficiency. 

(3)  Public  Investment.  It  is  very  doubtful  whether  such  a  thing  as 
an  economy  completely  free  of  state  interference  has  ever  existed  his- 
torically. During  the  last  few  decades  certain  spheres  of  economic  life 
such  as  transportation  and  public  utilities  were  increasingly  taken  over 
into  the  sphere  of  public  investment.  This  was  indeed  much  less  true 

3  Horst  Mendershausen,  The  Economics  of  War  (New  York,  1940),  p.  30.  See  also  New  Yor\ 
Times,  June  9,  1940,  Section  3,  p.  1. 
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in  England  and  America  than  on  the  European  continent.  The  chief 
motives  for  the  change  were  the  desired  co-ordination  of  industries  the 
very  nature  of  which  did  not  lend  itself  to  full-fledged  competition 
(such  as  the  railroads  in  a  number  of  important  cases),  the  protection 
of  consumers  from  excessively  high  prices  for  vital  goods  like  water 
and  power,  and  in  some  cases  military  or  fiscal  considerations.  In  the 
post-war  period  another  motive  came  to  the  foreground,  namely,  that 
of  combatting  business  depressions  by  large-scale  public  works,  or 
"compensatory  investment." 

Debates  on  the  effects  of  compensatory  investment  continued  until 
the  eve  of  the  new  war,  though  they  often  degenerated,  in  this  country 
as  elsewhere,  into  shallow  disputes  over  "deficit  spending."  We  cannot 
here  go  into  the  question  of  the  effects  of  public  investment  in  general, 
but  it  should  be  emphasized  that  investment  for  war  was  everywhere 
bound  to  differ  widely  in  its  economic  effects  from  public  works  in 
peacetime.  Frequently  there  was,  however,  an  intermediate  stage  be- 
tween them  such  as  the  German  Arbeitsbeschaffung  of  1933  and  1934, 
the  scope  of  which  gradually  changed  from  providing  occupation  for 
the  unemployed  to  furthering  rearmament  on  a  huge  scale. 

In  later  years,  the  creation  of  new  jobs  ceased  to  be  the  aim  of  German 
economic  policy,  and  lack  of  manpower  became  one  of  the  most  serious 
bottlenecks  of  the  whole  system.  Yet  public  investment  was  maintained 
and  even  expanded  to  the  greatest  possible  extent.  Moreover,  state  con- 
trol over  all  private  investment  in  Germany,  Italy,  and  Japan  continued 
to  increase.  There  was  a  growing  tendency  to  permit  only  those  private 
investments  which  were  relevant  to  war  efficiency.  Other  available 
private  capital  was  absorbed  by  public  loans  or  taxes,  the  proceeds  of 
which  were  again  invested  in  armaments.  Little  by  little  the  govern- 
ment secured  an  actual  monopoly  of  investment,  though  its  executive 
organs  in  many  economic  fields  remained,  nominally  at  any  rate,  private 
entrepreneurs. 

This  virtual  ending  of  private  investment  initiative  was  perhaps  the 
most  important  single  change  in  the  German  economic  structure,  and  it 
is  difficult  to  regard  an  economy  without  that  initiative  as  a  truly  com- 
petitive one.  Profit  as  the  guiding  and  primary  motive  for  investment 
was  virtually  eliminated,  as  was  public  welfare  in  any  traditional  sense. 
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The  bulk  of  privately  accumulated  capital  went  into  fortifications,  guns, 
and  bombers,  which,  aside  from  their  inhuman  purpose,  could  be  a 
"paying"  investment  for  government  or  business  only  in  the  event  of 
gigantic,  economically  profitable  conquests;  this  indeed  the  Nazis  were 
actually  expecting  to  achieve. 

Direct  profit  considerations,  however,  were  largely  displaced  by  a 
new  kind  of  investment  policy  which  was  irrational  from  the  stand- 
point of  individualistic  business:  preparedness  and  war  as  such  were 
touted  as  desirable,  if  not  indispensable,  for  a  nation.  Here  again,  al- 
most nothing  remained  of  the  original  idea  of  investment,  although 
outwardly  it  appeared  to  be  unchanged  as  an  economic  institution.  The 
actual  change  which  was  really  taking  place  in  the  concept  of  private 
ownership,  and  which  we  have  discussed  in  a  previous  chapter,  was 
nowhere  more  far-reaching  than  here.  In  fact,  the  chief  outlet  for  rein- 
vestment of  accrued  profits,  in  the  old  capitalist  sense,  was  sacrificed  to 
military  economy. 

The  economic  functions  of  the  German  banks  decreased  strikingly 
as  the  government  established  a  monopoly  of  both  credit  and  invest- 
ment. The  credit  policy  of  the  banks  was  no  longer  necessarily  directed 
by  profit  expectations  but  primarily  by  governmental  mandates.  These 
were  aimed  at  securing  the  largest  possible  capacity  of  private  invest- 
ment for  public  orders,  and  at  preventing  the  interest  rate  from  unde- 
sired  fluctuations.  In  fact,  the  German  banks  were  virtually  reduced  to 
providing  funds  for  state  investment,  and  the  stock  exchange  did  little 
more  than  place  government  bonds.  The  issue  of  private  securities  was 
strictly  supervised  by  the  state  and,  as  a  rule,  was  permitted  only  to 
firms  working  for  war-relevant  purposes.  Arnd  Jessen  tried  in  1937  to 
define  the  function  of  the  exchanges  within  Wehrwirtschajt,  but  had 
to  admit  that  "the  stock  exchange  is  retreating  on  the  whole  front."  4 

In  the  'thirties,  England  and  the  United  States  likewise  introduced 
public  control  of  capital  exports,  although  originally  for  reasons  of  fi- 
nancial readjustment  rather  than  economic  war  efficiency.  Considera- 
tions of  defense,  however,  added  an  important  new  motive  for  super- 
vision. What  was  left  of  the  "automatic"  credit  and  currency  mechanism 
after  the  monopolistic  trends  and  the  depressions  of  the  post-war  period 

4  Wehrwirtschajt  und  Borse  (Berlin,  1937). 
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was  further  upset  by  considerations  of  military  economy.  After  the 
declaration  of  war,  the  British  Government  took  over  the  foreign  se- 
curity holdings  of  its  citizens.  The  gradual  sale  of  these  holdings  in  or- 
der to  obtain  the  means  of  payment  for  armament  orders  abroad  had, 
of  course,  nothing  to  do  with  the  traditional  motives  for  capital  transac- 
tions. However,  early  in  1941  the  British  weekly,  The  New  Statesman 
and  Nation,  criticized  the  general  financial  policies  of  the  government 
as  follows: 

The  Treasury  policy  envisaged  the  war  solely  in  its  monetary  aspect.  This 
approach,  which  ignores  the  real  cost  and  the  distribution  of  that  cost,  has 
been  the  curse  of  war  economics.  The  Treasury  was  solely  concerned  with 
keeping  down  the  nominal  monetary  cost  of  the  war  and  with  the  object, 
laudable  in  itself,  of  avoiding  inflation.  It  was  interested  in  the  redistributed 
national  income  as  a  source  of  revenue,  but  not  in  the  processes  of  redistribut- 
ing that  income.  ...  It  ordered  coffins  for  air-raid  corpses  but  had  no  plans 
for  destitute  survivors.5 

(4)  The  End  of  "Confidence"  Long  before  the  recent  international 
developments,  the  psychological  conditions  essential  to  long-term  in- 
vestment were  badly  shaken  in  large  sections  of  the  world,  especially 
in  Europe.  The  German  boom  which  preceded  the  great  depression  was 
too  short  to  produce  more  than  a  wave  of  technological  "rationaliza- 
tion." In  a  number  of  countries,  like  England,  prolonged  mass  unem- 
ployment and  a  structural  depression  in  important  industries  prevented 
the  rise  of  a  durable  feeling  of  confidence. 

Even  in  countries  where  the  economic  trend  had  for  years  been  up- 
ward, the  crisis  of  1929,  followed  by  the  financial  catastrophe  of  193 1, 
had  a  destructive  effect  on  people's  confidence  in  future  business  pros- 
pects. Both  economically  and  psychologically  the  United  States  and 
many  other  countries  never  quite  recovered  from  that  shock.  Few  had 
faith  either  in  permanent  stability  or  in  a  permanent  upswing.6  The 
feeling  of  security  which  is  indispensable  for  private  investment  on  any 
considerable  scale  was  missing  in  the  international  sphere  long  before 
the  declaration  of  war,  and  investment  in  many  countries  failed  to  keep 
pace  with  savings.  Moreover,  a  long  series  of  unpaid  international 

5  January  4,  1941,  p.  3. 

6  See  Eli  Ginzberg,  The  Illusion  of  Economic  Stability  (New  York,  1940).  Also  Chapter  VII. 
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credits  had  left  their  mark  on  the  world  economy,  beginning  with  the 
First  World  War  debts  and  ending  with  the  German  "standstill"  agree- 
ment. 

Both  private  business  initiative  and  the  willingness  of  the  population 
to  maintain  or  re-establish  a  high  birthrate,  which  in  the  past  had  usu- 
ally been  the  two  chief  factors  at  the  basis  of  an  expanding  economy, 
resisted  most  attempts  at  artificial  revival.  The  development  of  mili- 
tary economy  served  in  a  sense  to  expand  total  economic  activity,  but 
this  influence  was  more  than  compensated  for  by  the  fear  of  war  and 
its  consequences.  Diplomatic  factors  came  more  and  more  to  guide  the 
capital  markets,  insofar  as  the  latter  still  worked  at  all  in  the  usual  way. 
The  growth  of  international  tensions  became  a  motive  for  govern- 
ments to  increase  investment  and  for  private  business  to  decrease  it.  It 
was  in  part  this  basic  difference  of  points  of  view  which  gave  rise  to 
the  prolonged  discussion  during  the  period  of  rearmament  as  to  whether 
or  not  the  productive  capacity  of  the  American  steel  industry  was  suf- 
ficient to  cope  with  defense  needs.  In  Great  Britain,  soon  after  the  out- 
break of  war  a  number  of  industrialists,  who  had  expanded  their 
plants  because  of  war  orders,  insured  themselves  against  the  "risk"  of 
an  early  armistice. 

Almost  any  business  calculation  along  traditional  lines  was  bound 
to  become  pointless  as  soon  as  war  was  imminent  or  in  progress.  Dis- 
ruption or  destruction  was  liable  to  intervene,  and  upset  certain  busi- 
ness factors,  before  the  date  when  the  transaction  was  to  be  carried  out. 
Not  only  were  such  underlying  bases  of  business  enterprise  as  the  mone- 
tary system  and  the  price  level  shaken  in  the  period  of  military  econ- 
omy, but  the  underlying  assumptions  of  social  life  as  well.  Nobody 
could  foretell  with  any  certainty  whether  the  partners  in  a  transaction 
were  likely  to  survive,  or  what  kind  of  social  and  economic  institutions 
would  emerge  from  the  war.  A  short  revival  of  "confidence"  due  to  an 
armament  boom  was  everywhere  followed  by  a  remarkable  and  uni- 
versal increase  in  the  feeling  of  insecurity,  which  frustrated  the  revival 
itself.  In  addition,  in  a  country  like  Nazi  Germany,  where  various  forms 
of  terror,  from  "voluntary  contributions"  to  the  death  penalty,  were 
accepted  procedures,  it  had  become  very  questionable  whether  specific 
property  rights,  or  any  other  individual  rights,  were  still  in  existence. 
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(5)  Politics  and  Economics,  However  the  causal  relationship  between 
economics  and  politics  may  be  defined,  such  a  thing  as  "pure  economics" 
or  "pure  business"  has  probably  never  existed.  During  the  period  fol- 
lowing the  First  World  War,  however,  the  dependence  of  business  de- 
velopments on  politics  everywhere  became  more  and  more  strongly 
marked.  Tariffs,  subsidies,  wages,  taxes,  credit  conditions,  and  other 
fundamental  elements  of  business  calculation  were  very  largely  de- 
termined by  political  bargaining  either  within  the  country  or  between 
governments.  Economic  concessions  to  other  nations  were  often  com- 
pensated by  non-economic  rewards.  Thus  a  calculation  that  was  based 
only  on  individual  cost  and  profit  had  since  the  First  World  War  be- 
come increasingly  illusory.  A  businessman  who  continued  to  believe 
in  the  old  method  was  only  too  likely  to  recognize  later  on  that  he  had 
embarked  on  a  "mal-investment" — debatable  as  the  conception  of  an 
objectively  right  investment  may  be.  Too  often  a  seemingly  irreproach- 
able calculation  failed  pitiably,  because  the  markets  had  been  influenced 
meanwhile  by  such  events  as  devaluation  abroad  or  diplomatic  tension. 

With  this  situation  becoming  the  rule  rather  than  the  exception, 
profitable  business  in  Europe,  and  even  the  existence  of  whole  indus- 
tries, became  increasingly  dependent  on  political  considerations.  The 
Third  Reich,  of  course,  declared  long  before  the  acute  war  crisis  a 
priority  of  political  over  economic  factors.  Wehrwirtschaft  basically 
meant  subordinating  "economic"  considerations  (at  least  in  the  tradi- 
tional meaning  of  measures  designed  primarily  to  cover  the  material 
needs  of  the  population)  to  political  ideology  or  power.  In  this  respect 
military  economy  simply  strengthened  the  general  trend  of  economic 
policy  away  from  pure  business  motives  to  political  considerations  which 
were  seldom  either  in  line  or  compatible  with  genuine  business  prin- 
ciples. 

(6)  Labor  Regimentation.  Labor  regulations,  some  of  which  have 
been  discussed  in  a  previous  chapter,  also  had  their  origin  in  certain 
trends  of  economic  set-up  in  the  'twenties  and  'thirties.  The  idea  that 
labor  had  perfect  freedom  of  action  was  always  somewhat  of  an  exag- 
geration, for  the  simple  reason  that  the  great  majority  of  workers  at 
any  given  moment  depended  on  their  wages  for  their  physical  existence. 
This  fact  always  had  a  coercive  effect  on  their  decisions  which  was  usu- 
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ally  absent  from  analogous  decisions  on  the  part  of  their  employers. 
With  the  organization  of  labor  unions  and  employers'  associations,  the 
economic  liberty  of  labor  was  still  further  reduced. 

In  the  period  between  the  two  wars,  however,  government  inter- 
vention in  labor  conditions  expanded  rapidly  everywhere.  In  pre-Hitler 
Germany  and  other  countries  the  trade  unions  themselves  at  a  certain 
period  insisted  upon  governmental  policies  involving  compulsory  arbi- 
tration, and  a  considerable  section  of  the  employers  shared  this  view. 
As  the  relative  importance  of  fixed  investments  increased,  losses  in- 
flicted by  strikes  (or  lockouts)  also  increased.  Labor  disputes  in  large 
business  units  frequently  had  such  far-reaching  national  repercussions 
that  even  anti-interventionist  governments  found  themselves  compelled 
to  intervene  in  order  to  prevent  or  settle  them. 

In  other  words,  the  subsequent  regimentation  of  labor,  and  to  some 
extent  that  of  business,7  had  their  starting-point  in  certain  general  de- 
velopments of  the  period  between  the  wars.  However,  the  aim  of  labor 
regulation  later  changed  completely.  Previously,  the  aim  had  been  the 
undisturbed  conduct  of  business,  and  in  some  cases  stability  of  profits 
and  wages.  Under  military  economy,  the  greatest  technical  efficiency 
of  war  production  became  the  primary  motive  of  such  regulations. 
Profits  and  the  standard  of  living  became  secondary  considerations.  If 
the  trend  toward  labor  regimentation  involved  certain  social  dangers, 
right  from  the  outset,  this  was  bound  to  be  even  more  true  of  actual 
compulsory  labor  under  the  impact  of  war,  wherever  such  a  system  was 
established. 

The  period  of  mass  unemployment  inspired  certain  policies  which 
were  subsequently  to  serve  armament  needs  in  a  time  of  scarcity  of  man- 
power. For  example,  there  was  the  policy  of  increasing  the  occupational 
mobility  of  labor.  Originally,  specialists  who  were  unable  to  secure 
work  in  their  own  fields  were  retrained  to  take  up  somewhat  similar 
jobs  in  other  fields.  Later  on,  when  rearmament  resulted  in  a  scarcity 
of  skilled  labor,  this  kind  of  double  training,  coupled  with  central  occu- 
pational registration,  helped  in  various  countries  to  fill  certain  vacancies 
at  least  temporarily. 

In  the  United  States,  the  National  Roster  of  Scientific  and  Specialized 

7  See  Chapter  IV, 
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Personnel  has  been  drawn  up  as  a  joint  project  of  the  National  Re- 
sources Planning  Board  and  the  Civil  Service  Commission  with  the  co- 
operation of  the  various  learned  societies  and  research  agencies.  While 
it  is  of  general  usefulness,  it  was  encouraged  by  defense  considerations. 
In  Britain,  the  Minister  of  Labour  was  authorized,  under  the  Emer- 
gency Powers  Act  of  May  1940,  to  direct  any  person  to  perform  any 
service  required,  and  received  authority  to  Rx  wage  rates,  hours,  and 
conditions  of  employment,  to  inspect  premises  and  require  employers  to 
produce  their  books.  However,  these  tremendous  powers  were  in  prac- 
tice used  only  in  a  very  cautious  manner. 

(7)  State-Organized  Trade  War.  The  two  decades  between  the  end 
of  the  First  and  the  outbreak  of  the  Second  World  War  were  virtually 
a  state  of  continuous  economic  warfare.  As  a  matter  of  fact,  protection- 
ism itself  is  a  kind  of  trade  war.8  Nowhere  was  the  link  between  the 
"normal"  economic  policy  after  1919  and  military  economy  clearer 
than  here.  For  years  the  methods  employed  had  gone  far  beyond  such 
comparatively  gentle  policies  as  "dumping"  or  devaluation.  Gradually 
it  became  the  purpose  of  regimes  like  the  German  completely  to  dis- 
place competitor  nations  from  foreign  markets,  often  by  employing 
crafty  barter  methods,  frequently  supported  by  political  pressure.  Con- 
tracting a  debt  and  subsequently  inducing  the  unhappy  creditor  to  ac- 
cept goods  that  he  neither  needed  nor  wanted,  while  dumping  the 
creditor's  own  products  on  third  markets,  became  an  established  pol- 
icy of  Nazi  Germany  long  before  the  outbreak  of  war.  Frequently, 
control  of  the  raw  material  resources  of  other  countries  was  secured 
in  order  to  prevent  potential  enemies  from  utilizing  them.  Such  poli- 
cies sometimes  ended  in  civil  war,  or  an  international  conflict,  as  in 
Spain. 

When  both  self-sufficiency  and  full-fledged  warfare  still  seemed  to 
be  distant,  and  the  trend  toward  them  had  temporarily  increased  Ger- 
man imports  for  purposes  of  furthering  the  industrialization  program 
connected  with  war  preparedness,  "to  export  or  to  die,"  as  Hitler  said, 
appeared  to  be  the  only  possible  choice.  When  the  war  situation  became 

8  See  Percy  W.  Bidwell,  The  Invisible  Tariff  (New  York,  1939);  Richard  C.  Snyder,  "Com- 
mercial Policy  as  Reflected  in  Trade  Treaties,  1 931-1939,"  American  Economic  Review,  Decem- 
ber, 1940;  Herbert  Feis,  The  Changing  Pattern  of  International  Economic  Affairs  (New  York, 
1940). 
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acute,  without  self-sufficiency  having  been  achieved,  the  principal  aim 
of  the  trade  war  shifted  to  that  of  locking  out  the  enemies  from  the 
international  sources  of  essential  war  materials  such  as  oil,  iron,  pyrites, 
and  mercury.  Although  this  has  occasionally  been  interpreted  as  the 
inevitable  final  phase  of  competition  on  an  international  scale,  here 
again  economic  policy  in  fact  departed  more  and  more  widely  from  the 
old  concepts  of  the  international  exchange  of  goods. 

(8)  Restrictive  Planning.  When  "overproduction"  became  the  night- 
mare of  a  world  inhabited  largely  by  underfed,  underhoused,  and 
underclothed  populations,  restrictive  planning  was  introduced  in  order 
to  get  rid  of  the  "surpluses."  National  and  international  cartels  limited 
the  physical  output  or  market  supplies  of  certain  raw  materials  or  food- 
stuffs, and  governments  paid  high  subsidies  for  the  curtailing  of  produc- 
tion. Ingenious  schemes  were  invented  with  a  view  to  preventing  the 
needy  consumer  from  being  satisfied.  Enormous  losses  were  borne  by 
business  enterprises  in  order  to  maintain  a  price  level  which  appeared 
to  promise  profits  in  a  future  period  despite  immediate  deficits. 

Outwardly,  planning  for  war  preparedness  seemed  to  have  no  rela- 
tionship to  this  restrictive  peacetime  planning.  As  we  have  seen,  military 
economy  involved  logically  the  greatest  possible  expansion  of  produc- 
tion. Yet  there  was  an  intellectual  bridge  between  the  two  policies.  The 
discovery  of  state  intervention  as  a  possible  means  of  reducing  consump- 
tion paved  the  way  toward  the  intentional  reduction  of  the  standard  of 
living  which  was  as  much  a  long-run  essential  of  military  economy  as 
the  increase  in  total  production. 

Certain  nations  still  thought  that  planning  for  preparedness  could 
be  confined  to  supplies  for  the  military  forces,  but  this  proved  increas- 
ingly difficult.  Julian  Huxley,  the  biologist,  emphasized  that  planning 
for  the  armed  forces  was  an  old  tradition,  but  that  the  civilians  were 
now  as  much  in  the  front  line  as  the  army;  and  he  asked  whether  the 
logical  conclusion  would  not  be  to  provide  social  services  for  all  the 
civilians  to  the  same  extent  as  for  the  army.9  Interesting  sidelights  on 
this  new  relationship  between  civilian  and  soldier  were  offered  by  news- 
paper reports  like  the  one  on  British  orders  for  armored  bullet-proof 
baby  carriages,  or  the  story  of  the  mayor  of  an  English  borough  who 

9  New  Republic,  November  25,  1940. 
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protested  against  the  suggestion  that  an  air-raid  shelter  should  be  dug 
beneath  the  graveyard.  While  from  1914  to  1918  the  ratio  of  civilian  to 
military  deaths  was  one  to  seventy-five,  it  was  estimated  that  in  the 
earlier  phases  of  the  new  war  the  ratio  was  one  to  three,  although  this 
figure  was  probably  modified  later.  A  survey  of  the  Belgian  Commis- 
sariat for  Reconstruction  10  showed  that  during  the  eighteen  days  of 
warfare  in  that  country,  9,832  houses  had  been  razed  to  the  ground, 
24,156  severely  damaged,  and  116,710  slightly  damaged,  all  but  a  fifth 
of  the  towns  and  villages  being  hit.  This  shows  how  difficult  if  not 
impossible  it  is  in  modern  warfare  to  keep  those  economic  policies 
which  directly  concern  the  armed  forces  separate  from  those  which  deal 
with  the  civilian  population. 

Another  example  of  the  far-reaching  civilian  implications  of  modern 
preparedness  even  in  peacetime  was  the  early  appointment  in  the  United 
States  of  a  "co-ordinator  of  all  health,  medical,  welfare,  nutrition,  rec- 
reation, and  other  related  fields  of  activity  affecting  the  national  de- 
fense," a  plan  for  education  in  matters  of  diet  being  one  of  the  chief 
aims.  Soon  after  the  start  of  large-scale  rearmament,  Federal  planning 
and  construction  of  large-scale  housing  facilities  for  defense  workers 
became  necessary  in  such  areas  as  Philadelphia,  New  London,  Boston, 
and  Oahu. 

While  most  of  the  older  advocates  of  economic  planning  believed  it 
was  bound  to  lead  to  a  higher  standard  of  living,  the  really  new  thing 
in  post-depression  economic  policies  was  the  large-scale  employment  of 
restrictive  planning.  With  the  passage  of  time  the  technique  of  re- 
strictive intervention  "improved"  considerably,  while  its  scope  also 
changed.  We  have  seen  how  manifold  were  the  potential  techniques  of 
reducing  private  consumption:  raw  material  restrictions,  selective  price 
controls,  "cold"  inflation,  long  working  hours,  and  so  forth. 

Here  again  a  striking  change  occurred  in  policies  that  started  orig- 
inally from  "normal"  methods  of  recent  economic  life.  The  older  forms 
of  restrictive  intervention  aimed  ultimately  at  raising  business  profits, 
and  thereby  both  economic  activity  and  the  standard  of  living,  though 
this  final  aim  was  in  very  few  cases  actually  achieved.  Moreover,  the 
idea  was  usually  to  remove  intervention  as  soon  as  possible.  Under  the 

10  Uew  Yor\  Times,  December  6,  1940. 
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German  Wehrwirtschaft  the  policy  of  keeping  down  the  standard  of 
living,  once  full  employment  was  attained,  became  permanent  long  be- 
fore the  war,  and  was  limited  only  by  considerations  of  the  physiolog- 
ical and  psychological  efficiency  of  the  population.  In  that  country  the 
basic  orientation  of  economic  policy  toward  business  profits  was  largely 
eliminated  and  the  ultimate  aim  was  no  longer  primarily  the  protec- 
tion of  producers  and  consumers  but  the  largest  possible  margin  of 
"state  profit" — in  the  form  of  armaments.  The  original  aim  of  restric- 
tive planning  was  thus  gradually  abandoned  as  military  economy  de- 
veloped. 

(9)  The  New  Expansionism.  It  is  not  our  task  here  to  answer  the  ques- 
tion of  to  what  extent  international  expansion  has  been  a  specific  feature 
of  the  capitalist  era.11  In  any  case,  some  of  the  expansionist  tendencies 
that  had  prevailed  throughout  the  recent  period  of  history  were  enor- 
mously strengthened  during  the  'thirties.  If  capitalism,  as  has  been 
claimed,  had  transformed  the  clumsy  military  methods  of  feudal  or 
dynastic  expansion  into  the  more  refined  techniques  of  economic  pene- 
tration, National  Socialism  applied  systematically  both  the  military  and 
the  economic  weapons  and  co-ordinated  them  with  diplomatic  and 
propagandist  policies.  In  fact,  there  remained  no  clear  borderline  or 
fundamental  difference  between  them. 

A  policy  of  self-sufficiency,  far  from  isolating  the  country  pursuing 
it  from  the  rest  of  the  world,  proved  to  be  one  of  the  most  dangerous 
weapons  of  the  new  expansionism.  National  Socialism  subordinated  the 
whole  national  policy  to  ends  of  expansion  and  collectivized  society  for 
this  very  purpose.  Adolf  Grabowsky  called  this  "social  imperialism," 
which  he  regarded  as  the  final  phase  of  imperialistic  policy.12 

Years  ago  when  the  discussion  about  imperialism  was  comparatively 
new,  Werner  Sombart  claimed  that  not  only  was  capitalism  at  the  root 
of  wars,  but  wars  were  at  the  root  of  capitalism  (by  creating  markets, 
fortunes,  and  a  capitalist  frame  of  mind).13  Whether  or  not  this  is 
historically  accurate,  the  fact  is  that  recent  war  preparations  and  the 

11  See  Albert  Lauterbach,  "Zur  Problemstellung  des  Imperialismus,"  Archiv  fiir  Sozialwissen- 
schajt  (193 1 ). 

12  Der  Sozialimperialismus  als  letzte  Etappe  des  Imperialismus  (Basle,  1939). 

13  Krieg  und  Kapitalismus  (Munchen,  1913).  See  also  Joseph  Schumpeter,  "Zur  Soziologie  der 
Imperialismen,"  Archiv  fiir  Sozialwissenschaft,  1918-1919. 
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wars  themselves  have  done  more  than  anything  else,  not  excluding  so- 
cial reform  movements,  to  upset  the  traditional  competitive  institutions. 

Did  military  economy,  as  a  policy,  result  from  a  general  reinforce- 
ment of  expansionist  tendencies  in  our  period  ?  Was  the  recent  conflu- 
ence of  these  tendencies  with  world-wide  economic  reorganization  for 
war  accidental  or  was  it  natural  and  inevitable  ? 

In  the  case  of  the  nations  or  regimes  that  started  this  new  economic 
orientation,  the  common  roots  of  both  policies  were  obvious.  Both  mili- 
tary and  economic  preparedness  were  in  this  case  simply  different  tech- 
niques of  a  dynamic  all-out  policy  of  permanent  aggression.  In  the  case 
of  the  so-called  "have"  nations,  the  connection  was  disputable.  How- 
ever, with  the  control  of  important  strategic  points,  raw  material  re- 
sources, and  communications  becoming  a  basic  element  of  defense  and 
warfare,  few  of  the  traditional  diplomatic  methods  were  likely  to  sur- 
vive. 

It  seemed  inconsistent  to  subject  a  whole  nation  to  the  most  rigorous 
regimentation  and  severe  sacrifices  in  the  standard  of  living,  while 
failing  to  secure  control  of  places  and  resources  that  potential  enemies 
were  perhaps  likely  to  seize.  This  is,  of  course,  not  a  plea  for,  but  simply 
an  explanation  of,  the  inherent  "logic"  of  prolonged  preparedness  in  a 
period  of  industrialization.  A  new  expansionism,  no  longer  necessarily 
directed  by  the  desire  for  the  political  annexation  of  the  territories  con- 
cerned, but  motivated  rather  by  consideration  of  their  value  for 
economic  or  military  preparedness,  sprang  into  being.  Given  the  tre- 
mendous scope  of  preparation  for  any  total  war,  it  was  an  almost  in- 
evitable if  absurd  conclusion  that  a  nation  had  to  wage  war  against  the 
whole  world  in  order  to  secure  all  the  ingredients  of  a  modern  war 
machine. 

In  conclusion,  it  should  be  emphasized  that  military  economy  started 
almost  everywhere  from  policies  that  originated  in  the  interventionist 
period  of  capitalism,14  and  was  largely  conditioned  by  them,  but  trans- 
formed them  subsequently  in  such  a  way  that  today  only  historical 
analysis  can  reveal  the  origin.  Even  before  this  phase  of  economic  devel- 
opment, it  was  debatable  as  to  how  far  the  economic  system  then  pre- 
vailing could  still  be  identified  with  capitalism  in  the  old  meaning. 

14  See  J.  B.  Condliffe,  The  Reconstruction  of  World  Trade  (New  York,  1940). 
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Given  the  diminishing  scope  of  competition  and  private  investment,  all 
the  traditional  concepts  of  a  market-guided  economy  were  ripe  for  re- 
examination even  in  the  period  of  peace. 

All  this,  of  course,  was  bound  to  apply  even  more  markedly  to  any 
phase  of  a  military  economy.  It  remained  a  matter  for  discussion 
whether  military  economy  was  to  be  regarded  as  a  new  phase  of  cap- 
italism, as  a  totally  new  economic  system,  or  just  as  a  transition  period 
between  two  widely  different  economic  eras.  The  fact  is  that  the  policies 
of  economic  preparedness,  first  in  Germany  and  then  almost  every- 
where, abandoned  more  and  more  of  the  features  of  a  truly  competitive 
capitalism,  though  many  of  these  policies  had  originally  started  from 
traditional  institutions  or  purposes.  Even  where  military  economy  was 
introduced  by  governments  that  were  controlled  by  business,  the  final 
result  tended  ultimately  to  be  almost  as  distant  from  the  competitive 
system  as  the  economy  of  the  Third  Reich,  though  such  a  development 
did  not  necessarily  entail  the  adoption  of  Nazi  methods.  The  immediate 
historical  alternative  to  capitalism  in  its  traditional  meaning  turned  out 
to  be  not  socialism  along  Marxian  or  similar  lines  but  a  very  new  eco- 
nomic order — or  disorder — that  few  older  scholars  had  anticipated. 
While  nobody  was  able  to  predict  immediately  how  long  military  econ- 
omy was  going  to  last,  or  whether  it  was  finally  to  culminate  in  a  com- 
pletely new  economic  system,  every  day  increased  the  gap  between  it 
and  the  competitive  institutions  from  which  it  had  started,  and  made 
a  simple  return  to  them  more  difficult. 


CHAPTER  VII 

ECONOMIC   CONDITIONS   OF   AMERICAN   SECURITY 

(i)  Traditional  Assumptions 

THE  term  security,  in  its  economic  meaning,  always  had  two 
possible  connotations.  Sometimes  it  referred  to  the  economic 
security  of  the  individual,  either  as  an  assumed  objective  condi- 
tion or  as  a  psychological  state  of  mind.  In  other  cases,  it  concerned  the 
economic  basis  of  national  or  international  security.  In  fact,  the  interre- 
lationship between  these  two  possible  aspects  of  the  term  was  much 
closer  than  was  usually  realized. 

For  the  hundred  years  which  preceded  the  outbreak  of  the  Great  War, 
the  economic  system  had  not  at  any  time  shown  itself  to  be  in  serious  danger 
of  grave  breakdown.  .  .  . 

In  the  fifty  years  before  the  war,  in  England,  a  man  planning  his  life  on 
the  threshold  of  his  career  might  look  forward  to  a  time  of  reasonable  peace 
and  security,  conditioned  no  doubt  in  part  by  the  luck  which  governs  so  much 
even  in  the  most  settled  society,  but  determined  also  by  the  vigour  and  the 
foresight  with  which  he  pursued  his  aims.  Today  not  even  the  most  fortu- 
nate can  have  any  such  assurance.  The  probability  of  peace  and  progress  in 
the  next  half  century  is  not  very  great.1 

These  paragraphs,  written  in  1934  by  Lionel  Robbins,  one  of  the 
leading  advocates  of  laissez  faire  in  the  recent  period,  gave  the  full 
story  of  the  changing  economic  concepts  of  security.  Based  on  the  in- 
dividualistic philosophy  of  Hume  and  Locke,  and  its  application  to 
recent  forms  of  society  by  Rousseau  and  Bentham,  the  idea  of  individu- 
alism throughout  the  Eighteenth  and  Nineteenth  Centuries  came  in- 
creasingly to  control  the  new  scientific  discipline  of  economics,  which 
was  consistent  with  its  growing  domination  of  practical  economic  life 
in  the  Western  World.  Material  progress  between  1750  and  1850,  as 
Keynes  stresses,2  came  essentially  from  individual  initiative,  and  the 
directive  influence  of  organized  society  upon  the  economic  development 
was  very  limited  in  that  period.  Competition  and  risk-taking  were  con- 

1  Lionel  Robbins,  The  Great  Depression  (London,  1934),  pp.  1,  195  f.  By  permission  of  The 
Macmillan  Co.,  publishers.  See  also  Lionel  Robbins,  The  Economic  Causes  of  War  (London,  1939). 

2  J.  M.  Keynes,  The  End  of  Laissez-Faire  (New  York,  1926),  pp.  6  ff.,  14. 
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sidered  the  main,  and  perhaps  the  only  possible,  factors  of  progress, 
and  the  seeking  of  safety  first,  or  individual  economic  security,  came 
close  to  being  considered  dishonorable  in  a  businessman. 

On  the  other  hand,  most  of  the  classical  protagonists  of  laissez  faire 
were  confident  that  it  would  insure  a  durable  peace,  and  thereby  the 
general  conditions  of  security,  through  its  own  machinery.  Richard 
Cobden  thought  that  free  trade  was  "the  only  human  means  of  effect- 
ing universal  and  permanent  peace."  Adam  Smith,  however,  introduced 
defense  considerations  into  economic  thinking;  he  called  the  Act  of 
Navigation  "the  wisest  of  all  commercial  regulations,  as  defence  is  of 
much  more  importance  than  opulence,"  and  he  devoted  the  famous 
Chapter  I,  Part  i,  Book  V  of  the  Wealth  of  Nations  to  "The  Expense 
of  Defence."  There  he  dealt  with  the  economic  preparation  of  military 
force  in  the  different  states  of  society  and  said  that  expenses  of  defense 
are  "laid  out  for  the  general  benefit  of  the  whole  society."  A  few  years 
before  Smith,  Sir  James  Steuart-Denham  analyzed  the  connection  be- 
tween the  rise  of  trade  and  industry  and  the  growth  of  standing  armies, 
and  gave  a  striking  outline  of  what  we  would  today  call  the  economic 
war  potential  of  a  nation.3 

These  fundamental  exceptions  from  the  principle  of  individualism 
were  made,  however,  before  the  dominant  school  of  economic  thought 
acquired  a  complacent  sense  of  security.  In  fact,  the  economic  philoso- 
phy of  laissez  faire  never  fully  guided  the  economic  policy  of  govern- 
ments even  when  the  intellectual  influence  of  Adam  Smith's  general 
ideas  was  at  its  height.  "We  may  almost  say,"  writes  Wesley  C.  Mitchell, 
"that  for  two  generations  the  British  Government  planned  to  have  no 
plan.  .  .  .  Even  while  they  were  in  process  of  assimilating  the  doc- 
trine of  laissez  faire,  the  English  people  began  using  their  govern- 
ment as  an  agency  for  correcting  what  they  thought  to  be  bad  results 
of  private  enterprise.  Some  of  these  government  controls  could  be  de- 
fended by  a  shrewd  interpretation  of  Adam  Smith's  logic."  4 

John  Stuart  Mill's  belief  in  economic  individualism,  which  was  much 
more  uncompromising  than  that  of  Adam  Smith,  expressed  the  self- 

3  An  Inquiry  Into  the  Principles  of  Political  Economy,  Being  an  Essay  on  the  Science  of  Do- 
mestic Policy  in  a  Free  Nation  (London,  1767). 

4  "The  Social  Sciences  and  National  Planning,"  Planned  Society,  ed.  Findlay  Mackenzie  (New 
York,  1937),  p.  112.  By  permission  of  Prentice-Hall,  Inc.,  publishers. 
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confidence  of  British  capitalism  after  a  period  of  successful  industriali- 
zation. British  industry  had  gained  a  distinct  lead  over  that  of  the  other 
countries  and  felt  confident  of  keeping  it  permanently  under  an  inter- 
national system  of  free  trade.  The  period  of  industrialization  had  been 
accompanied  in  Western  Europe  by  the  rise  of  democratic  ideas  and 
institutions  as  well  as  national  consciousness.  Whereas  in  Germany  the 
concepts  of  "nation"  and  "state"  remained  separate,  and  liberalism  was 
primarily  an  expression  of  distrust  of  the  absolutist  government,  the 
Western  nations  almost  completely  merged  the  concepts  after  achiev- 
ing substantial  national  unity  within  the  borders  of  their  states.  Cap- 
italism on  the  Western  model  of  the  middle  of  the  Nineteenth  Century 
seemed  to  guarantee  both  internal  and  external  liberty  as  well  as  an 
eventual  durable  and  universal  peace. 

John  Stuart  Mill  was  the  leading  representative  of  that  self-confident 
generation.  He  looked  forward  to  a  "stationary  state  of  wealth  and 
population,  dreaded  and  deprecated  by  writers,  but  not  in  itself  un- 
desirable"; 5  he  conceded  to  Smith  that  the  Navigation  Act  had  been 
historically  justifiable,  but  believed  that  it  was  so  no  longer.  Yet  even 
Mill  considered  laissez  faire  "the  general  rule,  but  liable  to  large  ex- 
ceptions." With  regard  to  peace  and  security  he  wrote: 

Another  change,  which  has  always  hitherto  characterized,  and  will  as- 
suredly continue  to  characterize,  the  progress  of  civilized  society,  is  a  con- 
tinual increase  of  the  security  of  person  and  property.  .  .  .  Security  of  per- 
son and  property  grew  slowly,  but  steadily;  the  arts  of  life  made  constant 
progress;  plunder  ceased  to  be  the  principal  source  of  accumulation;  and 
feudal  Europe  ripened  into  commercial  and  manufacturing  Europe. 

.  .  .  Before,  the  patriot,  unless  sufficiently  advanced  in  culture  to  feel  the 
world  his  country,  wished  all  countries  weak,  poor,  and  ill-governed,  but  his 
own;  he  now  sees  in  their  wealth  and  progress  a  direct  source  of  wealth  and 
progress  to  his  own  country.  It  is  commerce  which  is  rapidly  rendering  war 
obsolete,  by  strengthening  and  multiplying  the  personal  interests  which  are 
in  natural  opposition  to  it.  And  it  may  be  said  without  exaggeration  that 
the  great  extent  and  rapid  increase  of  international  trade,  in  being  the  prin- 
cipal guarantee  of  the  peace  of  the  world,  is  the  great  permanent  security 
for  the  uninterrupted  progress  of  the  ideas,  the  institutions,  and  the  character 
of  the  human  race.6 

5  Principles  of  Political  Economy  (New  York,  1884),  II,  334  ff.,  536,  569  ff. 

6  Op.  cit.,  II,  273;  I,  37;  II,  136. 
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The  concept  of  the  continual  progress  of  the  international  division 
of  labor,  linked  with  the  steady  growth  in  international  trade,  survived 
the  actual  rise  of  protectionist  policies  during  the  Nineteenth  Century. 
Indeed,  the  general  trend  of  international  trade,  though  exposed  to  tem- 
porary setbacks,  as  during  the  First  World  War,  was  definitely  up- 
ward, as  the  following  statistics  show: 

World  Volume  of  International  Trade,1  1840-1929 

YEAR  TOTAL  EXPORTS  AND  IMPORTS  IN 

BILLIONS  OF  DOLLARS 

1840  2.8 

i860  7.2 

l880  I4.8 

I9OO  20.1 

19^3  4°-4 

1929  66.7 

An  orthodox  supporter  of  laissez  faire  in  our  time,  Ludwig  von 
Mises,  summarizes  the  economic  philosophy  underlying  this  concept  as 
follows:  "The  development  of  an  international  division  of  labor  took 
place  with  the  expectation  that  wars  would  henceforth  be  avoided.  For 
the  liberal  ideology  this  appeared  to  be  self-evident.  In  its  eyes,  human 
history  was  progress  from  militarism  to  industrialism.  .  .  .  The  super- 
seding of  dynastic  absolutism  by  democracy  and  the  right  to  na- 
tional self-determination  was  supposed,  therefore,  to  secure  peace  for- 
ever." 8 

Consequently,  economics  as  a  science,  and  the  theory  of  international 
trade  in  particular,  grew  up  under  the  tacit  or  explicit  assumption  that 
laissez  faire,  with  its  prospective  favorable  effects  upon  peace  and  se- 
curity, was  either  virtually  in  existence,  or  was  at  least  the  necessary 
final  goal  of  economic  development  at  some  future  date.  Typical  of  this 
assumption  was  the  statement  of  F.  W.  Taussig  in  the  preface  to  his 
book  International  Trade:  "It  is  strictly  an  inquiry  on  a  particular 
phase  of  the  system  of  private  property  and  capitalistic  enterprise.  It 

7  Encyclopedia  of  the  Social  Sciences,  VIII,  194.  By  permission  of  The  Macmillan  Co.,  publishers. 

8  Ludwig  von  Mises,  Nationaloefonomie  (Geneva,  1940),  p.  723. 
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assumes  that  system  to  exist,  for  good  or  ill,  and  examines  merely  the 
way  it  works."  9 

In  other  words,  the  leading  economists  of  the  Nineteenth  Century, 
and  to  some  extent,  those  of  the  first  four  decades  of  the  Twentieth 
Century  as  well,  refused  to  take  war  and  insecurity  into  account,  except 
as  temporary  atavistic  disturbances  of  a  normal,  necessary  development 
toward  increasing  security  and  lasting  peace.  War  simply  did  not  fit 
into  their  theories.  At  the  same  time,  preparation  for  war,  and  in  many 
cases  even  war  itself,  had  until  1914  comparatively  little  effect  upon 
economic  life,  and  there  appeared  little  reason  to  doubt  the  existence 
of  a  general  tendency  toward  economic  "normality."  Economists  saw 
as  one  of  their  main  and  most  promising  tasks  the  persuasion  of  gov- 
ernments and  political  parties  to  modify  and  finally  abolish  protection- 
ist policies,  and  they  were  convinced  that  the  progress  of  scientific  re- 
search and  increasing  common  sense  was  bound  to  establish  the  basic 
economic  condition  of  durable  peace,  namely,  increasing  freedom  of 
trade.10  Somewhat  more  recently,  the  gold  standard  won  almost  uni- 
versal recognition  and  was  considered  a  bulwark  of  security  in  the 
monetary  field,  and  a  safe  basis  for  an  ever-growing  expansion  of  the 
international  credit  system. 

High-minded  and  in  many  respects  admirable  as  were  their  ideals, 
these  economists  overlooked  two  fundamental  trends  in  their  own 
period,  not  to  speak  of  the  subsequent  decades: 

First,  as  far  as  the  English  economists  were  concerned,  much  of  their 
theory  was  based  on  the  implicit  assumption  that  Britain  would  retain 
her  lead  in  industrialism  forever,  or  else  that  the  industrialization  of 
other  countries  would  necessarily  take  place  on  the  same  model. 

In  effect  .  .  .  the  nineteenth-century  system  of  international  gold  standard 
and  international  trade  was  not  so  much  an  international  system  as  a  British 
system  applied  internationally.  So  long  as  established  habits  and  motives  of 
self-interest  led  the  various  countries  to  continue  along  these  lines  the  system 
worked.  When  these  habits  were  broken  and  self-interest  appeared  to  point 
in  another  direction,  it  ceased  to  operate.11 

9  (New  York,  1927),  p.  viii.  By  permission  of  The  Macmillan  Co.,  publishers. 

10  See  Herbert  Feis,  The  Changing  Pattern  of  International  Economic  Affairs  (New  York  and 
London,  1940),  especially  pp.  3  and  13  ff. 

11  P.  W.  Martin,  Economic  Essays  in  Honor  of  Wesley  Clair  Mitchell  (New  York,  1935),  p.  342. 
By  permission  of  the  Columbia  University  Press. 
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Each  continental  country  that  adopted  the  institutions  of  competi- 
tive industrialization  did  so  in  competition  with  the  countries  which 
had  done  so  earlier,  and  which  in  many  cases  were  endowed  with  su- 
perior communications  and  natural  resources.  Capitalism  was  not  in- 
troduced in  accordance  with  some  preconceived  international  plan, 
but  sprang  up  irregularly  in  various  regions  under  widely  different 
conditions.  Protection  of  infant  industries  against  superior  foreign  com- 
petition suggested  itself,  and  from  that  moment  the  vicious  circle  of 
national  protectionism  on  an  international  scale  was  begun.  Moreover, 
no  industrial  society  was  willing  to  take  the  risk  of  leaving  certain  so- 
cial effects  of  industrialism  to  run  their  course  unhindered. 

Secondly,  for  this  very  reason  laissez-faire  economics  and  the  far- 
reaching  consequences  it  implied  for  security  and  peace  were  out  of 
tune  with  the  actual  development  of  economic  life,  without  economists 
always  realizing  it.  Adam  Smith  or  even  Cobden  were  by  no  means  as 
uncompromising  as  Mises  or  Robbins,  but  still  they  had  developed  their 
theories  under  assumptions  that  were  widely  different  from  the  actual 
conditions  created  by  subsequent  government  intervention  on  the  na- 
tional and  international  markets  in  favor  of  certain  classes  or  pressure 
groups.  While  many  economists  continued  to  expect  that  these  obstacles 
to  free  trade  would  gradually  disappear,  and  that  peaceful  co-operation 
among  the  nations  would  develop  correspondingly,  the  actual  scope  of 
protective  intervention  both  at  home  and  toward  other  countries  was 
almost  continuously  extended. 

As  a  matter  of  fact,  intervention  began  anew  even  in  England  prac- 
tically as  soon  as  laissez-faire  principles  were  proclaimed  in  theory.  In 
the  1840's,  which  saw  the  repeal  of  the  Corn  Laws  (1846),  the  Ten 
Hours  Bill  was  adopted  and  both  consumers'  co-operatives  and  trade 
unions  sprang  up.  The  period  between  1846  and  the  great  depression 
after  1873  seemed  to  forecast  a  more  durable  trend  toward  free  trade 
in  the  world,  but  the  subsequent  development  of  cheap  agricultural 
production  in  the  colonial  regions  brought  a  wave  of  agrarian  protec- 
tionism in  Europe.  Another  chance  to  put  the  ideas  of  free  trade  into 
effect  on  a  general,  indeed,  the  only  possible,  basis  had  failed,  and  with 
it  the  prospect  of  achieving  through  liberal  economic  methods  an 
early  reign  of  peace  and  security  in  accordance  with  the  hopes  of  the 
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classical  laissez-faire  economists.  At  the  same  time,  the  process  of  gradu- 
ally loosening  the  ties  between  the  units  of  the  British  Empire  and  the 
mother  country,  and  establishing  self-governing  Dominions  was  begin- 
ning. 

When  the  United  States  became  an  independent  nation,  the  idea  of 
free  trade  was  making  headway  in  the  Western  world,  and  America's 
vast  spaces  evidently  offered  better  opportunities  for  it  than  did  the  old 
European  continent.  As  Harry  D.  Gideonse  says,  ".  .  .  In  a  general 
sense,  the  Federal  Constitution  was  the  first  American  'plan.'  It  cre- 
ated free  trade  on  a  national  scale  by  destroying  the  power  of  the  in- 
dividual state  to  erect  trade  barriers."  12 

According  to  a  study  made  by  the  Brookings  Institution,  the  factors 
conditioning  the  economic  development  of  the  United  States  have  been 
the  following: 13  First,  the  inheritance  of  an  individualistic  philosophy; 
second,  a  physical  environment  which  provided,  in  the  beginning,  al- 
most unlimited  opportunities  for  the  individual;  third,  a  governmental 
framework  combining  wide  individual  freedom  with  vigorous  author- 
ity; fourth,  general  adherence  to  a  philosophy  of  individual  enterprise, 
though  recent  trends  have  raised  in  the  public  mind  the  ideal  of  "se- 
curity" to  a  level  almost  equal  to  that  of  "opportunity";  fifth,  the  as- 
sumption by  the  government  of  certain  significant  responsibilities  de- 
spite the  primary  emphasis  on  individual  freedom. 

However,  as  A.  R.  Burns  points  out,  in  the  United  States  "Adam 
Smith's  obvious  and  simple  statement  of  natural  liberty  has  .  .  .  never 
been  fully  accepted:  slavery  and  the  tariff  constituted  early  and  im- 
portant exceptions."  14  Indeed,  the  development  of  the  United  States 
tariff  system  was  influenced  from  the  beginning  by  considerations  of 
security.15  While  during  the  fifty  years  following  the  Declaration  of 

12  Harry  D.  Gideonse,  in  Planned  Society,  ed.  by  Findlay  Mackenzie  (New  York,  1937), 
pp.  680  ff.  By  permission  of  Prentice-Hall,  Inc.,  publishers. 

13  L.  S.  Lyon,  W.  Abramson  and  Associates,  Government  and  Economic  Life  (Washington, 
1939)  >  I>  I4-31'  F°r  the  political  and  international  premises  of  American  policy  see  Edward 
Mead  Earle,  "American  Security — Its  Changing  Conditions,"  The  Annals  of  the  American  Acad- 
emy of  Political  and  Social  Science,  November,  1941. 

14  The  Decline  of  Competition  (New  York,  1936),  p.  1. 

15  See  Government  and  Economic  Life,  II,  527-615;  F.  B.  Garver  and  A.  H.  Hansen,  Prin- 
ciples of  Economics  (Boston,  1937),  pp.  644  ff.;  F.  W.  Taussig,  Tariff  History  of  the  United 
States  (New  York,  193 1). 
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Independence  some  twenty  treaties  of  commerce  were  concluded  by 
the  United  States,  this  movement  for  reciprocity  did  not  prevent  a 
gradual  expansion  of  the  restrictive  policy  that  had  been  initiated  by 
the  tariff  act  of  1789.  Alexander  Hamilton,  in  his  Report  on  Manu- 
factures (1791),  advocated  a  comprehensive  tariff  policy  and  in  the 
following  decades  his  program  was  in  large  part  realized.  On  the  other 
hand,  the  Embargo  and  Non-intercourse  Acts  (1807-1809)  were  pri- 
marily a  retaliation  against  the  effects  upon  the  United  States  of  the 
mutual  blockade  of  Napoleonic  France  and  Great  Britain. 

After  the  Napoleonic  Wars,  the  tariff  discussions  in  the  United  States 
continued;  Henry  Clay  and  others  stressed  the  "infant  industry"  argu- 
ment for  tariffs,  while  Calhoun  and  Jackson  emphasized  political  mo- 
tives. Andrew  Jackson,  in  a  letter  of  April  26,  1824,  declared  himself 
in  favor  of  a  tariff  insofar  as  it 

embraces  the  design  of  fostering,  protecting,  &  preserving  within  ourselves 
the  means  of  national  defense  &  independence,  particularly  in  a  state  of  war. 
.  .  .  The  experience  of  the  late  war  ought  to  teach  us  a  lesson;  &  one  never 
to  be  forgotten.  .  .  .  God  has  filled  our  mountains  &  our  plains  with  minerals 
— with  lead,  iron,  &  copper,  &  given  us  a  climate  &  soil  for  the  growing  of 
hemp  and  wool.  These  being  the  grand  materials  of  our  national  defense,  they 
ought  to  have  extended  to  them  adequate  &  fair  protection,  that  our  own 
manufactories  &  laborers  may  be  placed  on  a  fair  competition  with  those  of 
Europe;  &  that  we  may  have  within  our  own  country  a  supply  of  those  lead- 
ing &  important  articles  so  essential  to  war.16 

Between  1833  and  1861,  high  tariffs  were  in  retreat,  but  the  Civil 
War  was  again  followed  by  a  period  of  increasing  restriction.  The 
Morrill  Act  of  1861  and  the  tariff  acts  during  the  Civil  War  introduced 
a  period  of  generally  higher  tariff  rates  and  of  shipping  subsidies.  The 
movement  for  tariff  reform  in  the  'seventies  brought  no  real  reduction, 
and  the  McKinley  Act  (1890)  tried  to  combine  high  duties  with  re- 
ciprocal trade  policies.  In  his  last  speech  President  McKinley  said,  "We 
must  not  repose  in  fancied  security  that  we  can  forever  sell  everything 
and  buy  little  or  nothing." 

The  tariff  act  of  1909  embarked  upon  a  policy  of  maximum  and 

16  Correspondence  of  Andrew  Jackson,  ed.  John  Spencer  Bassett  (Washington,  1928),  III,  249. 
By  permission  of  The  Macmillan  Co.,  publishers. 
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minimum  rates,  and  the  Underwood  Tariff  of  1913  was  an  attack  upon 
protectionism,  but  before  it  could  have  important  effects  the  First 
World  War  broke  out.  Of  the  industrial  development  of  the  country 
between  the  Civil  War  and  the  First  World  War,  Eli  Ginzberg  has 
written,  "A  cursory  review  .  .  .  reveals  an  expansion  as  intense  as  it 
was  culminative,  for  though  the  'seventies  and  the  'nineties  knew  seri- 
ous depressions,  years  of  distress  were  outnumbered  by  years  of  satis- 
faction and  elation.  Out  of  a  strong  tradition  of  business  optimism  was 
born  the  illusion  of  economic  stability."  17 

Prior  to  1914,  the  economic  effects  of  wars  upon  the  United  States 
were  reflected  chiefly  in  temporarily  increased  expenditures,  conscrip- 
tion of  men,  and  sometimes  destruction  in  the  areas  of  military  opera- 
tions. Apart  from  these  effects,  economic  life  went  on  during  the  wars 
without  profound  changes,  although  the  Civil  War  brought  as  an  in- 
direct consequence  a  pronounced  boom,  and  more  important,  an  in- 
crease in  the  pace  and  scope  of  industrialization.18  It  was  the  First 
World  War  which  for  the  first  time  necessitated  control  and  direction 
by  the  government  of  basic  raw  materials  and  war-essential  sections  of 
industry,  labor,  and  transportation.19  Private  initiative,  as  a  determining 
factor  in  peacetime  and  wartime,  and  free  trade,  as  an  automatic  guar- 
antee of  peace  and  security,  were  no  longer  matters  almost  beyond  dis- 
cussion as  they  had  been  over  a  considerable  period  previously.  On  the 
other  hand,  even  during  the  First  World  War  the  international  com- 
munications of  the  United  States  remained  virtually  undisturbed. 

During  the  post-war  years,  much  of  the  old  feeling  of  security  re- 
turned. The  prosperity  in  the  'twenties  prevented  adequate  consideration 
of  disturbing  factors  either  in  international  relations  or  in  American 
economic  institutions.  The  field  of  economics  was  largely  regarded  as 
essentially  unrelated,  if  not  opposed,  to  that  of  defense  and  war.  Typi- 
cal of  this  attitude  is  a  statement  in  Principles  of  Economics  by  Garver 
and  Hansen,20  according  to  which  the  defense  argument  for  tariffs 

17  The  Illusion  of  Economic  Stability  (New  York  and  London,  1939),  p.  6.  By  permission  of 
Harper  &  Brothers,  publishers. 

18  See  Louis  Hacker,  The  Triumph  of  American  Capitalism  (New  York,  1940),  pp.  339  ff.;  also 
Ginzberg,  op.  cit.,  p.  13. 

19  For  details  see  Government  and  Economic  Life,  II,  xxviii.  Also  Bernard  M.  Baruch,  Ameri- 
can Industry  in  the  War  (New  York,  1941). 

2°  Op.  cit.,  p.  652. 
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"does  not  rest  upon  economic  grounds  at  all,  but  upon  purely  political 
and  nationalistic  grounds,"  while  "tariffs  and  wars  are  interrelated  in 
a  vicious  circle."  Not  many  among  the  leading  economic  theorists  con- 
ceived economic  development  as  a  dynamic  process  of  steady  social 
change. 

Theoretically,  the  basic  assumptions  of  the  American  competitive 
system  still  remained  unchanged.  In  the  course  of  the  T.  N.  E.  C.  hear- 
ings, Leon  Henderson  summarized  these  assumptions  as  follows :  First, 
essential  reliance  on  the  ability  of  individuals,  in  free  association,  to  de- 
sign affirmatively  the  main  forms  and  directions  of  life.  Second,  private 
property  and  freedom  of  contract.  Third,  minimum  but  workable  rules 
of  law,  democratically  determined.  Fourth,  belief  that  there  should  be 
no  long-term  restriction  of  the  international  flow  of  goods.  Fifth,  faith 
in  the  function  of  price  and  the  market  mechanism,  with  a  concept  of 
a  free  market  as  one  which  no  seller  or  buyer  could  dominate. 

Implicit  but  less  well  defined  have  been  assumptions  of  mobility  of  labor 
and  capital,  almost  unlimited  land  and  capital  resources,  that  the  economy 
and  its  population  would  expand  indefinitely,  and  that  all  possible  savings 
could  be  readily  employed  in  natural  expansion  of  facilities  for  serving  con- 
sumers. Government,  it  had  been  thought,  should  intervene  mainly  to  com- 
pel observance  of  working  rules.21 

The  Beards  have  given  an  account  of  essentially  the  same  assumptions 
of  the  past  in  more  colorful  language: 

In  the  effulgence  of  the  golden  glow,  the  most  general  system  of  American 
thought,  upon  which  professors  and  nearly  everybody  else  drew  for  inspira- 
tion, was  that  of  smooth  and  ready  acceptance  of  the  prevailing  order,  from 
which  Satan  and  nearly  all  evil  had  been  effectively  banished.  Its  central  con- 
ception was  that  the  United  States  of  America  was  a  pretty  good  place,  just 
as  constituted.  Its  special  interests  were  comfort,  convenience,  pecuniary  ad- 
vancement, emulatory  display,  salesmanship,  unbroken  progress  in  the 
straight  utilitarian  direction,  and  efficiency,  with  education  as  a  preparation 
for  the  realization  and  enjoyment  of  such  interests.  Its  philosophy  was  on 
the  whole  "matter-of-fact"  and  pragmatic.  Our  world  will  go  on  very  much 
this  way  forever;  and  if  disturbances  should  arise,  we  can  "recover"  the  past 
again  by  doing  more  of  the  same  thing  we  had  been  doing.  There  will  be 

21  Investigation  of  Concentration  of  Economic  Power,  Hearings  before  the  Temporary  National 
Economic  Committee,  Congress  of  the  United  States  (75th  Congress,  3rd  Session),  Part  I,  Eco- 
nomic Prologue  (Washington,  1940),  pp.  167  fT. 
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no  more  devastating  jars  to  the  American  social  order,  no  more  wars,  revolu- 
tions, cataclysms,  and  national  tragedies.22 

While  the  necessity  of  a  secular  trend  toward  free  trade  was  upheld 
in  theory,  actual  economic  policy  both  in  the  United  States  and  abroad 
continued  to  restrict  the  market  machinery.  The  American  tariff  wall 
was  raised  in  1921  and  1922,  and  the  Hawley-Smoot  Act  of  1930  set 
new  high  records  for  tariff  rates.  At  the  same  time,  the  policy  of  certain 
trade  associations  and  monopolistic  concerns,  especially  in  the  field  of 
price  regulation,  contributed  further  toward  eliminating  freedom  of 
competition.  Finally,  the  great  depression  destroyed  such  feeling  of  eco- 
nomic security  as  had  accumulated  since  the  First  World  War,  and  the 
victory  of  the  New  Deal  meant  basically  the  end  of  the  popular  con- 
viction that  prosperity  and  security  were  to  be  achieved  without  active 
governmental  intervention.  On  the  other  hand,  Secretary  Hull  simul- 
taneously devoted  a  great  deal  of  effort  to  securing  a  system  of  recipro- 
cal trade  agreements  and,  in  so  doing,  he  tried  to  increase  freedom  of 
exchange  in  the  international  field.  However,  international  develop- 
ments offered  little  encouragement  for  such  a  policy. 

It  is  largely  a  matter  of  conjecture  as  to  how  far  the  failure  of  the  old 
concepts  of  security  was  due  to  possible  inner  contradictions,  how  far 
it  was  due  to  economic  and  other  developments  within  the  United 
States  which  upset  those  concepts  in  recent  decades,  and  how  far  it 
was  due  to  international  factors  beyond  the  control  of  the  United  States. 
While  the  periodic  nature  of  business  cycles  was  observed  by  econo- 
mists rather  early,  the  fluctuations  were  for  a  long  time  regarded  as  an 
abnormal  disturbance  rather  than  as  a  regular  feature  of  the  competitive 
system.  Only  in  the  last  few  decades  were  systematic  attempts  made  to 
explain  this  regularity  through  refined  statistical  methods  of  economic 

22  Charles  A.  Beard  and  Mary  R.  Beard,  America  in  Midpassage  (New  York,  1939).  P-  862. 
By  permission  of  The  Macmillan  Co.  See  also  The  Rise  of  American  Civilization  (New  York, 
1936),  II,  759.  While  we  cannot  discuss  here  the  question  as  to  how  much  of  recent  economic 
science  has  been  "economics  in  a  vacuum,"  we  may  point  to  a  number  of  recent  publications  con- 
cerned with  this  problem:  Barbara  Wootton,  Lament  for  Economics  (London,  1938);  Robert  S. 
Lynd,  Knowledge  for  What?  (Princeton,  1939)*  PP-  141  £;  Horace  Taylor,  "On  the  Current 
Skepticism  Toward  Systematic  Economics,"  Economic  Essays  in  Honor  of  Wesley  Clair  Mitchell 
(New  York,  1935);  F.  A.  Hayek,  "Economics  and  Knowledge,"  Economica,  February,  1937; 
Herbert  Feis,  Changing  Patterns  of  International  Economic  Affairs  (New  York,  1940);  articles 
by  William  W.  Hewett  and  Broadus  Mitchell,  American  Economic  Review,  June,  1940.  Also 
P.  A.  Sorokin's  paper  at  meeting  of  American  Sociological  Society  in  December,  1940. 
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research.  However,  few  economists  paid  much  attention  to  the  psycho- 
logical and  sociological  consequences  of  the  general  feeling  of  inse- 
curity which  the  expectation  of  future  depressions  created  even  during 
prosperous  periods.  While  the  general  ideal  of  a  steady  rise  in  the 
standard  of  living  persisted,  recent  structural  unemployment,  combined 
with  agricultural  depression,  destroyed  some  of  the  safety  valves  within 
the  economic  system. 

Long  before  this,  the  frontier,  beyond  which  uprooted  classes  could 
expect  possible  prosperity,  had  disappeared,  at  least  in  its  original 
geographical  meaning.  The  curb  upon  immigration  into  the  United 
States  and  other  important  regions  had  played  a  corresponding  role 
for  large  sections  of  Europe,  since  for  millions  there  the  possibility  of 
migration  had  constituted  economically  and  psychologically  a  last  re- 
sort which  had  given  them  a  certain  minimum  of  security.  The  extent 
to  which  the  ratio  of  immigration  to  the  American  population  de- 
creased after  the  First  World  War  is  shown  in  the  following  table : 


Immigration  into  the  United  States,  184J-1930 


23 


PERIOD  AVERAGE  ANNUAL  RATIO  OF  IMMIGRATION 

IMMIGRATION  TO  POPULATION 

PERCENTAGE 

i847-54      334606     1.41 

1855-65         168,399        O.54 

1866-73      337,383     0.88 

1874-79      194,829     0.42 

1880-92      526,450     0.91 

1893-1901 337,278    0.47 

1902-14      956^969     1.07 

WS-ty      234>536     0.23 

1920-24      554,920     0.51 

1925-30      293,768     0.25 

Other  factors  of  historical  development  also  contributed  to  the  dis- 
integration of  the  traditional  concepts  of  economic  progress  and  se- 
curity. As  early  a  writer  as  John  Stuart  Mill  had  pointed  out,  in  the 
second  volume  of  his  Principles,  that  the  northern  and  middle  states 

23  Alvin  Harvey  Hansen,  Economic  Stabilization  in  an  Unbalanced  World  (New  York,  1932), 
p.  243.  By  permission  of  Harcourt  Brace  &  Co.,  publishers.  Subsequently,  immigration  reached 
a  low  in  1933  with  23,068  and  the  total  immigration  for  1931-39  was  only  457,675. 
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of  America  were  an  example  of  industrial  progress  in  very  favorable 
circumstances,  and  such  writers  as  H.  C.  Carey  had  tried  to  show  that 
the  maintenance  or  establishment  of  complete  freedom  of  trade  would 
preserve  many  of  these  circumstances,  such  as  free  development  of  natu- 
ral resources  and  private  initiative.  However,  some  of  those  special  con- 
ditions of  "permanent"  progress  gradually  vanished.  Once  the  frontier 
had  disappeared,  wasteful  exhaustion  of  land,  in  addition  to  other 
factors,  resulted  in  a  chronic  depression  in  substantial  sections  of  agri- 
culture, which  was  accentuated  by  the  development  and  subsequent 
competition  of  vast  colonial  regions  in  various  parts  of  the  world. 

Moreover,  economic  progress  and  security  in  the  United  States  was 
traditionally  connected  with  a  continuous  flow  of  capital  from  the  old 
world.  Europe  herself,  however,  refused  to  follow  the  American  pat- 
tern and  tear  down  narrow  frontiers.  Political  sovereignty  even  gained 
in  importance  and  the  vast  market  of  the  United  States  had  little 
chance  to  become  part  of  a  real  world  economy.  On  the  rest  of  the 
American  continent,  such  industrialization  as  took  place  meant  colonial 
investment  from  abroad  rather  than  the  spontaneous  development  of 
competitive  institutions. 

The  idea  of  necessary  world-wide  progress  through  liberal  capital- 
ism toward  political  democracy,  which  large  sections  of  the  American 
people  had  deduced  from  their  own  history,  did  not  materialize  on  an 
international  scale.  In  some  sections  of  Europe,  such  as  Switzerland  or 
Scandinavia,  competitive  industrialism  was  not  the  primary  historical 
basis  of  the  democratic  structure;  in  other  regions,  such  as  Germany, 
it  developed  without  any  corresponding  rise  of  democratic  ideas  and 
institutions. 

However,  the  real  test  for  the  old  concepts  of  economic  progress,  se- 
curity, and  peace,  was  to  come  with  the  rise  of  totalitarianism  and  with 
the  ruthless  utilization  by  Germany  of  modern  economic,  technological 
and  psychological  methods  for  an  unprecedented  drive  toward  world 
domination. 

(2)  Recent  Changes 

The  aftermath  of  the  First  World  War,  far  from  restoring  even  the 
minimum  of  economic  security  that  had  characterized  previous  periods, 
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brought  further  essential  changes  in  the  economic  structure  both  of 
Europe  and  of  other  regions.  The  problems  of  demobilization,  such  as 
the  readjustment  of  war  industries,  the  re-employment  of  ex-soldiers, 
and  the  balancing  of  budgets,  found  the  governments  just  as  helpless 
as  had  the  problems  of  war  economy  some  years  earlier. 

The  conquered  countries  of  Central  Europe  were  unable  to  avoid 
inflation,  which  destroyed  the  belief  in  economic  security  of  a  whole 
generation.  The  burden  of  war  debts  and  reparations,  though  doomed 
to  remain  largely  a  scrap  of  paper,  contributed  psychologically  to  the 
uncertainty.  The  former  territory  of  Austria-Hungary  was  distributed 
among  seven  nations,  and  what  had  been  the  western  districts  of  Im- 
perial Russia  became  part  of  six  states.  Not  only  the  height  but  the 
length  of  tariff  walls  grew  tremendously  and  at  the  same  time  a  new 
technique  of  administrative  protectionism  was  developed  as  well. 

The  rise  of  the  Soviet  system  and  the  temporary  threat  of  a  world 
revolution  were  further  factors  of  insecurity  in  the  capitalistic  world. 
The  growth  of  labor  movements  was  frequently  connected  with  the 
development  of  protective  labor  legislation  and  social  insurance,  which 
further  restricted  the  scope  of  the  market  machinery,  though  it  gave  the 
workingman  a  feeling  of  somewhat  greater  individual  security.  The 
agricultural  surpluses  of  overseas  regions,  which  had  been  magnified  as 
a  result  of  the  First  World  War  demand,  interfered  gravely  with  the 
economic  balance  of  unprogressive  peasant  populations  in  large  sec- 
tions of  Europe.  At  the  same  time,  the  new  industrialization  of  certain 
colonial  regions  which  had  likewise  been  encouraged  by  war  condi- 
tions, deprived  certain  European  industries  of  their  traditional  markets. 

Structural  unemployment,  involving  or  constantly  threatening  mil- 
lions of  people,  and  in  many  individual  cases  extending  over  a  period 
of  years,  had  their  repercussions,  in  such  countries  as  England  and  Ger- 
many, upon  the  living  habits  and  economic  philosophy  of  whole  popu- 
lations. While  Germany  enjoyed,  between  depressions,  brief  periods  of 
hectic  prosperity,  such  countries  as  Austria  experienced  an  almost  con- 
stantly shrinking  economy  instead  of  the  steady  expansion  in  which  the 
older  school  of  economists  had  believed.  Technological  "rationaliza- 
tion," based  on  American  experiences  and  often  ignoring  the  dissimi- 
larity of  conditions  between  the  two  continents,  was  fostered  in  the  lat- 
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ter  part  of  the  'twenties  in  Germany  and  other  countries,  often  not  only 
by  business  management  but  by  the  trade  unions  and  government  as 
well. 

The  concentration  of  economic  power  and  restriction  of  competi- 
tion, which  had  begun  before  the  First  World  War,  made  further  head- 
way and  contributed  to  the  decline  of  the  middle  classes  in  many  coun- 
tries. Price  elasticity  was  more  and  more  reduced  by  technological 
factors,  business  monopolies,  and  governmental  regulations;  and  political 
prices  (based  on  tariffs,  or  on  the  manipulation  of  wages  and  other  cost 
factors)  became  the  rule  rather  than  the  exception.  Of  course,  these  in- 
fluences varied  from  year  to  year  and  from  country  to  country,  but  the 
general  trend  was  clearly  away  from  laissez  faire  toward  controlled 
markets. 

Governmental  activity  in  the  economic  field  and,  in  particular,  the 
"nationalization  of  bankruptcies,"  represented  an  attempt  to  restore 
artificially  a  security  that  the  mechanism  of  competition  had  failed  to 
achieve.  Yet  the  general  feeling  of  economic  insecurity,  which  had 
grown  because  of  the  war,  and  which  in  its  turn  fostered  war  again, 
persisted.  It  was  significant  that  it  was  not  until  after  the  First  World 
War  that  the  "Kondratieff  cycles"  (long  waves  of  up  and  down  swing 
of  business  activity,  which  a  number  of  economists  have  tried  to  trace 
back  to  the  sequence  of  war  periods 24),  were  discovered.  More  recently, 
one  economist  has  tried  to  show  that  wars  have  been  historically  con- 
nected with  agricultural  crises.25  At  the  same  time,  the  old  discussion 
as  to  whether  expansion  and  war  were  inevitable  features  of  the  capital- 
istic system,  or  whether  the  historical  connection  or  truth  was  rather 
the  opposite,  still  continued.26  The  underlying  fact  was,  in  any  case, 
that  political  expansion  rather  than  progress  toward  a  peaceful  com- 
petitive world  economy  had  become,  or  had  remained,  the  dominating 
international  trend. 

The  economic  catastrophe  in  1929  and  its  financial  aftermath  re- 

24  See  Hansen,  loc.  cit.,  pp.  93  ff.  Hansen  believes  that  "it  is  not  the  war  that  causes  the  up 
swing.  Rather  it  is  the  long-wave  up  swing  that  produces  favorable  conditions  for  the  waging 
of  war."  See  also  E.  M.  Bernstein,  "War  and  the  Pattern  of  Business  Cycles,"  American  Eco- 
nomic Review,  December,  1940. 

25  Siegfried  von  Ciriacy-Wantrup,  Agrarkrisen  und  Stoc\ungsspannen  (Berlin,  1936). 

26  See  Chapter  VI. 
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moved  much  of  what  was  left  of  stability  and  security.  The  subsequent 
readjustment  of  practically  all  the  monetary  systems  of  the  world  was 
connected  with  a  kind  of  permanent  mutual  trade  war  between  a  con- 
siderable number  of  countries  and  did  serious  damage  to  the  national 
and  international  credit  systems.  At  the  same  time,  it  meant  the  dissolu- 
tion of  concepts  and  institutions  upon  which  much  of  the  civilization 
of  the  Nineteenth  Century  had  been  based.  The  end  of  the  gold  standard 
as  an  international  principle  was  only  one  sign  of  the  economic  up- 
heaval in  the  world. 

Even  when  the  clouds  began  to  clear,  an  unprecedented  "fear  of 
prosperity,"  or  more  accurately  fear  of  an  uncontrolled  boom  leading 
to  another  economic  collapse,  persisted  in  a  number  of  countries,  and 
led  the  Swedish  government,  for  instance,  deliberately  to  put  a  brake 
on  the  upswing,  and  to  set  aside  funds  for  possible  lean  years  in  the 
future.  Others  warned  against  confusing  the  new  "state  prosperity," 
which  was  in  an  increasing  number  of  cases  linked  with  armament 
orders,  with  a  cyclical  upswing  of  a  competitive  economy  on  traditional 
lines.  As  a  matter  of  fact,  private  business  found  it  more  and  more  dif- 
ficult to  base  calculations  on  "long-term  expectation"  which,  as  J.  M. 
Keynes  wrote  in  1935,  "depends  on  the  confidence  with  which  we  make 
this  forecast."  27 

At  the  same  time,  the  whole  concept  of  economic  security  gradually 
shifted  during  the  'thirties  until  it  became  identified  with  self-sufficiency 
under  war  conditions.  Although  this  trend  had  its  origin  in  the  totali- 
tarian countries,  it  had  a  clear-cut  impact  on  the  democratic  nations 
as  well.  As  M.  J.  Bonn  points  out  in  the  article  mentioned,  economic 
interdependence  had  been  preferred  to  autarchy  as  long  as  peace  was 
secure;  when,  however,  preparedness  became  permanent  and  war  only 
a  question  of  time,  the  prevailing  concept  of  economic  security  turned 
largely  toward  national  independence  from  foreign  supplies  in  times  of 
emergency  or  control  of  the  essential  avenues  of  transportation.  This,  of 
course,  was  as  different  as  possible  from  the  former  belief  in  free  trade 
as  a  guarantee  of  security. 

27  John  Maynard  Keynes,  The  General  Theory  of  Employment,  Interest  and  Money  (London, 
1936),  p.  148. 
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The  United  States  grew  up  under  conditions  which  were  widely 
different  from  those  of  Europe.  Her  social  structure  was  far  less  bur- 
dened with  remnants  of  pre-capitalist  classes  and  ideologies,  while  her 
geographical  dimensions  and  position  made  her  safer  from  external 
dangers  than  any  other  great  country.  The  comparative  youth  both 
of  the  nation  as  such  and  of  her  industries  was  a  further  important 
asset. 

The  national  income  of  the  United  States,  which  had  been  2.38  bil- 
lion dollars  in  1850  and  33.7  billion  in  1913,  reached  83.4  billion  in 
1929  and,  after  sharp  decline  during  the  'thirties,  rose  to  over  94  bil- 
lion in  194 1.  The  real  income  per  head  of  the  employed  population 
had  almost  doubled  and  the  national  income  produced  per  head  of  the 
employed  population  almost  trebled  within  a  period  of  ninety  years.28 

Much  of  this  development  was  due  to  imported  capital,  but  shortly 
before  the  First  World  War  the  United  States,  while  still  a  debtor  na- 
tion, began  to  export  capital.  In  19 14  investments  abroad  of  the  various 
countries  were  estimated  as  follows  (in  pounds  sterling) :  Great  Britain 
4,000,000,000;  France  1,800,000,000;  Germany  1,200,000,000;  United 
States  540,ooo,ooo.29 

Before  the  First  World  War,  the  total  of  American  securities  held 
abroad  amounted  to  about  five  or  six  billion  dollars.  The  bulk  of  these 
were  repatriated  during  the  war.  Moreover,  the  United  States  Govern- 
ment lent  some  ten  billion  dollars  to  the  Allies,  and  private  investors 
purchased  during  the  war  and  post-war  years  some  fifteen  billion  dol- 
lars worth  of  foreign  securities.  The  United  States  had  shifted  from 
the  position  of  a  debtor  to  that  of  a  creditor  country — creditor,  indeed, 
of  a  world  less  secure  than  ever  before. 

During  the  same  period,  the  foreign  trade  of  the  United  States  did 
not  develop  in  line  with  the  traditional  assumption  of  steady  gain  lead- 
ing to  increasing  security  of  international  relations.  For  world  trade,  as 
a  whole,  a  gradual  upward  trend  before  the  First  World  War,  and  at 
least  a  considerable  power  of  resistance  during  the  last  few  decades 
could  be  claimed:  Calculated  in  terms  of  1929  prices,  the  total  of  world 
trade  (in  millions  of  pounds  sterling)  was  997  in  1851;  6,610  in  1900; 

28  Colin  Clark,  The  Conditions  of  Economic  Progress  (London,  1940),  pp.  79,  148. 

29  G.  D.  H.  Cole,  A  Guide  through  World  Chaos  (New  York,  1934),  pp.  95  8. 
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Balances  of  International  Payments  of  the  United  States, 

i8g6-igi4,  ig22-ig2g 30 

Average  annual  balances  o£  credits  and  debits  for  four  major  classes  of 

transactions 
Average  annual  balance,  in  millions  of  dollars 


CLASS  OF  TRANSACTION 

1896-1914 
Credit        Debit 

1 922-1 929 
Credit      Debit 

Goods  and  services,  net 

+  254 

+  150 

Payment  on  debts,  net 
Net  capital  movement 

+  53 

-310 

+  339 

-451 

Net  movement  of  currency 

and  gold 
Correction  for  net  discrepancy 

+   12 

-    9 

+     8 

-  46 

10,710  in  1913;  14,100  in  1929;  and  13,670  in  1937.31  For  the  United 
States,  however,  the  annual  per  capita  imports,  for  instance,  were  $10.18 
for  1876-1880,  $17.46  for  1911-1915,  $33.02  for  1926-1930,  but  only 
$13.33  f°r  me  following  Rve  years  and  $14.71  for  1938.32 

America,  according  to  a  famous  saying,  refused  to  accept  her  creditor 
position.  Her  visible  and  invisible  tariffs  grew,  while  the  traditional 
philosophy  of  peace  through  trade  still  survived  as  a  theoretical  assump- 
tion. In  the  latter  part  of  the  'twenties,  a  large  proportion  of  the  Ameri- 
can capital  exports  went  to  Germany.  In  1928,  the  last  year  before  the 
great  slump,  the  total  capital  exports  of  the  United  States  reached  1036 
million  dollars,  while  Germany's  capital  imports  amounted  to  1017  mil- 
lion dollars;  at  the  end  of  that  year,  German  short-term  foreign  indebt- 
edness reached  its  peak.33  Although  there  may  be  no  justification  for 
unconditionally  blaming  American  bankers  for  having  given  credit 
during  the  'twenties  to  a  country  that  was  subsequently  to  turn  National 
Socialist,  there  is  little  doubt  that  these  credits  did  not  turn  out  to  be 
a  blessing  either  for  the  German  economy  or  for  the  world.  They  pre- 
cipitated a  wave  of  largely  indiscriminate  technological  "rationaliza- 

30  F.  C.  Mills,  Economic  Tendencies  in  the  United  States — Aspects  of  Pre -War  and  Post-War 
Changes  (National  Bureau  of  Economic  Research:  New  York,  1932),  p.  538.  By  permission  of 
the  publishers. 

31  Colin  Clark,  loc.  cit.,  p.  461. 

32  Economic  Principles  and  Problems,  ed.  W.  Spahr  (New  York,  1940),  II,  8. 

33  Cole,  loc.  cit.,  pp.  62  ff.;  see  also  J.  A.  Schumpeter,  Business  Cycles  (New  York,  1939),  II, 
718  ff.;  M.  J.  Bonn,  Prosperity,  Myth  and  Reality  in  American  Economic  Life  (London,  193 1), 
pp.  8  ff . 
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tion"  that  subsequently  fostered  both  unemployment  and  a  crisis  in 
public  and  private  finance.  The  tendency  of  large  sections  of  German 
business  and  trade  unions  to  imitate  American  methods  collapsed  with 
the  end  of  American  prosperity  in  1929,  and  the  endeavor  of  both  Ger- 
man and  American  circles  to  have  the  United  States  indirectly  finance 
the  German  reparations  payments  contributed  to  the  growth  of  fatal 
illusions  which  paved  the  way  for  the  anti- Versailles  propaganda  of  the 
Nazis. 

In  short,  then,  developments  both  in  Europe  and  in  America  de- 
stroyed for  the  United  States  in  the  period  between  the  two  wars  much 
of  whatever  was  left  of  the  traditional  elements  of  economic  security. 
International  trade  was  no  longer  supposed  to  be  based  on  the  inter- 
national division  of  labor  and  the  market  mechanism,  but,  insofar  as 
it  survived,  was  widely  controlled,  if  not  conducted,  by  governments. 
The  international  gold  standard  was  abandoned.  International  capital 
movements  outside  the  Western  Hemisphere  virtually  ceased,  at  least 
on  a  competitive  basis;  even  the  lending  activities  of  the  United  States 
were  taken  over  to  a  considerable  extent  by  the  Federal  Export-Import 
Bank. 

At  the  same  time,  little  was  left  of  "the  illusion  of  economic  stabil- 
ity," to  use  Ginzberg's  term.  During  the  hearings  of  the  T.  N.  E.  C., 
Willard  Thorp  presented  interesting  figures  on  the  length  of  survival 
of  business  enterprises  in  a  typical  community  (Poughkeepsie,  New 
York)  in  the  period  1843-1926.  According  to  these  figures,  the  per- 
centage of  businesses  which  survived  over  three  years  was  46.9,  over  ten 
years  21.4,  and  over  twenty  years  9.7.  This  means  that  the  majority  of 
the  enterprises  did  not  even  survive  three  years,  while  less  than  one- 
tenth  survived  twenty  years.  Dr.  Thorp  pointed  out  that  corresponding 
studies  for  Buffalo  and  Pittsburgh  have  shown  a  much  higher  rate  of 
mortality,  and  that  the  rate  of  survival  was  better  in  the  middle  period 
1874-1903  than  either  in  the  earlier  or  in  the  later  thirty-year  periods. 
He  added  that  "from  the  viewpoint  of  disturbance  and  of  problems  of 
adjustment,  war,  and  to  a  considerable  degree  the  threat  of  war,  is  an 
important  factor  in  the  whole  economy."  34  The  sociologist  Karl  Mann- 
heim, in  his  remarkable  book  Man  and  Society  in  an  Age  of  Recon- 

34  Hearings  before  the  T.  N.  E.  C,  loc.  cit.,  pp.  87  ff.,  155. 
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struction,35  pointed  to  the  "extraordinary  restlessness  of  American  so- 
ciety" from  its  early  beginnings.  When,  however,  American  society  was 
eventually  approaching  relative  stability,  the  basis  of  the  entire  world 
order  upon  which  it  rested  was  shaken. 

Nowhere  is  this  clearer  than  in  the  financial  field,  as  Robert  B.  War- 
ren has  recently  shown:  "Never  up  to  that  time  in  all  American  history 
had  American  banks  been  as  prosperous,  as  solvent,  or  as  liquid  as 
they  were  on  the  call  date  of  October  4,  1929.  .  .  .  From  the  perils  and 
difficulties  of  1920,  they  had  discovered  and  achieved  security.  Twenty- 
six  days  later,  every  bank  in  the  United  States  was  to  a  greater  or  less 
degree,  a  problem  bank.  They  had  sought  security  in  the  market;  in- 
dividually they  would  have  found  security  in  that  market;  but  that 
market  had  collapsed."  And  on  the  recent  trend  toward  investment 
in  government  securities,  he  adds,  "The  banks  have  achieved  for  them- 
selves and  for  their  depositors  a  maximum  of  security;  but  in  this 
process  they  have  largely  gone  out  of  the  banking  business."  36 

Until  very  recently,  this  country  has  been  very  reluctant  to  admit  that 
the  conditions  of  its  economic  security  have  changed  under  the  impact 
both  of  structural  changes  in  the  American  economy  and  of  disturb- 
ances from  outside.  "We  were  at  peace  and  desirous  of  so  remaining. 
The  country  in  general  had  no  fear  that  its  security  or  form  of  gov- 
ernment might  be  threatened  from  the  outside.  The  perils  that  beset 
others,  Americans  commonly  regarded  as  through  an  opera  glass — 
a  drama  that  we  watched  from  our  seats."  37 

Officially,  the  philosophy  of  restoring  the  freedom  of  the  markets 
through  governmental  policies  was  largely  preserved  far  into  the  period 
of  preparedness.  Thurman  Arnold,  in  The  Bottlenecks  of  Business,88 
pointed  to  "the  wasteful  tribute"  levied  on  the  American  consumer  by 
monopolistic  combinations  during  the  last  war,  and  advocated  "a  free 
market  in  time  of  national  emergency  or  war."  On  the  very  eve  of  the 
Second  World  War,  the  government  made  another  attempt  to  expand 

35  (New  York,  1940),  p.  256. 

36  Robert  B.  Warren,  The  Search  for  Financial  Security  (New  York,  1940),  pp.  25,  32.  By  per- 
mission of  the  Columbia  University  Press.  The  book  by  William  Withers,  Financing  Economic 
Security  in  the  United  States  (New  York,  1939),  approaches  the  problem  from  the  angle  of 
social  insurance  and  relief  policies. 

37  Feis,  loc.  cit.,  p.  80.  By  permission  of  Harper  &  Brothers,  publishers, 

38  (New  York,  1940),  Chapter  IV, 
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the  system  of  reciprocal  trade  agreements,  and  President  Roosevelt 
said  in  May,  1938: 

For  four  years  our  Government  has  been  engaged  in  a  major  effort  to  re- 
open the  channels  of  trade.  The  trade  agreements  that  we  have  concluded 
with  seventeen  foreign  countries  during  this  period  attest  the  progress  that 
has  been  made.  With  patient  persistence  we  are  thus  gradually  building  more 
secure  foundations  for  our  own  national  economic  well-being.  At  the  same 
time  we  are  strengthening  the  foundations  of  enduring  world  peace,  which 
is  so  essential  to  the  continued  progress  of  civilization  and  to  the  well-being 
of  the  people  of  every  land.  39 

In  fact,  however,  the  American  economy  soon  began  to  feel  the  daily 
increasing  impact  of  foreign  totalitarianism. 

The  National  Socialist  economy,  which  had  drawn  upon  the  ex- 
periences of  the  Soviets,  Italy,  and  Japan,  and  in  turn  served  to  some 
extent  as  a  pattern  for  certain  preparedness  policies  of  these  and  other 
governments,  was  the  most  highly  developed  example  of  aggressive  to- 
talitarianism. After  the  Nazi  conquest  of  continental  Europe,  the  West- 
ern world  no  longer  faced  a  number  of  equal  partners  in  peaceful  trade, 
but  was  confronted  by  the  combined  Nazified  resources  of  the  Euro- 
pean continent,  plus  those  of  other  Axis  areas.  All  these  nations  were 
ready,  with  ample  supporting  political  and  military  pressure  whenever 
necessary,  to  take  control  of  the  remaining  markets  of  the  world,  such 
as  Latin  America,  immediately  upon  defeating  the  democracies.40  It 
was  difficult  to  see  how  any  non-totalitarian  economy,  even  quite 
apart  from  the  political  and  military  menace,  could  expect  to  co-exist 
in  security  with  a  Nazi-dominated  European  economy,  whose  prime 
purpose  was  to  displace  the  goods  of  other  nations  from  foreign  markets, 
to  utilize  economic  footholds  for  purposes  of  political  and  military  con- 
quest, and  finally  to  make  genuine  trade  or  competitive  principles  in 
general  impossible  anywhere.  The  only  choice  left  to  the  non-Axis 
countries  was  either  feverishly  to  rearm,  economically  and  otherwise, 
in  order  to  cope  with  a  prolonged  Wehrwirtschaft  on  a  European 

39  Message  of  the  President  read  by  Cordell  Hull  in  a  radio  address  entitled  "Recent  Develop- 
ments in  Foreign  Trade,"  May  25,  1938.  (Department  of  State,  Commercial  Policy  Series  51: 
Washington,  1938),  p.  1. 

40  See  Chapter  V.  Also  Feis,  loc.  at.,  chap,  iii;  Paul  Einzig,  Bloodless  Invasion  (London,  1938). 
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scale,  or  else  to  capitulate,  i.  e.,  to  become  part  of  the  totalitarian  world 
system.  They  chose  the  first  alternative,  or,  perhaps,  the  course  of 
events  made  the  choice  for  them. 

Only  reluctantly  did  the  democratic  world  realize  to  what  extent 
totalitarianism,  and  above  all  its  German  edition,  had  rendered  previ- 
ous concepts  of  security,  normality  and  business  obsolete.  "The  English- 
man had  to  be  taught  the  need  for  armaments;  his  natural  instincts 
were  strongly  against  them.  .  .  .  Armaments  were  a  menace  to  his  eco- 
nomic security,  as  they  must  be  paid  out  of  higher  taxes."  41 

While  "unilateral  transfers"  of  goods,  funds,  or  services  had  taken 
place  occasionally  in  previous  periods  (as,  for  example,  the  French 
indemnity  of  1871,  the  Canadian  imports  of  capital  shortly  before  the 
First  World  War,  the  German  reparations  and  the  inter-allied  debts 
insofar  as  they  were  repaid  42),  such  unilateralism  now  increasingly 
became  the  rule  for  all  countries  within  the  orbit  of  Nazi  trade 
methods. 

However,  long  before  the  rise  of  the  totalitarian  danger,  economic 
security  was  less  firmly  established  than  many  people  believed.  This 
applied  not  only  to  individual  security,  which  J.  M.  Clark  characterized 
as  follows:  "The  security  to  which  people  feel  they  have  a  just  claim 
is  the  opportunity  to  do  some  work  of  a  worth-while  character  and  to 
receive  a  reward  bearing  a  proper  relation  to  the  worth  of  what  they 
do."43 

Years  ago,  such  writers  as  Thorstein  Veblen — in  The  Nature  of  Peace 
and  various  essays — warned  against  the  tendency  to  overstate  the 
amount  of  both  individual  and  national  security  that  the  existing  eco- 
nomic institutions  promised,  but  this  criticism  had  few  supporters.  It 
took  the  unprecedented  depression  of  the  early  'thirties  to  shake  many 
people's  uncritical  faith  in  a  necessary  link  between  scientific  tech- 
nology, competitive  initiative,  and  peaceful  security.  Charles  A.  Beard, 

41  John  F.  Kennedy,  Why  England  Slept  (New  York,  1940),  p.  4.  By  permission  of  Wilfred 
Funk,  Inc.,  publishers. 

42  See  Gottfried  von  Haberler,  The  Theory  of  International  Trade  and  Its  Applications  to 
Commercial  Policy  (London,  1937),  pp.  91  flf. 

43  J.  M.  Clark,  "Forms  of  Economic  Liberty  and  What  Makes  Them  Important,"  Freedom,  Its 
Meaning,  ed.  Ruth  Nanda  Anshen  (New  York,  1940),  p.  314.  By  permission  of  Harcourt  Brace 
&  Co.,  publishers. 
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who  had  edited  in  1933  a  volume  on  A  Century  of  Progress,  wrote  in. 
1935:  "The  crisis  in  Western  thought  may  be  said  to  spring  from  the 
disconcerting  recognition  of  the  fact  that  science  cannot  of  itself  pro- 
vide the  certainty,  understanding,  and  unequivocal  direction  to  policy 
and  practice  profoundly  disrupted  in  a  conflict  extending  through  sev- 
eral centuries." 44  The  remedy  he  himself  proposed  was  a  primarily  do- 
mestic "economy  of  national  security,"  and  a  "stabilization  of  the  pro- 
ductive system  in  the  interest  of  national  security."  45  He  paid  little 
attention  to  the  international  aspects  of  the  problem. 

In  fact,  the  old  "unorganized  insecurity"  has  more  recently  been  re- 
placed by  "organized  insecurity,"  to  use  Karl  Mannheim's  terms.46 
"War  itself  is  the  outcome  not  of  some  invariable  instinct  like  aggres- 
siveness, but  partly  of  the  faulty  elaboration  of  psychological  tenden- 
cies through  institutions,  and  partly  of  the  desperate  flight  of  people 
into  collective  aggression  when  unco-ordinated  institutions  clash  and 
bring  about  the  feeling  of  general  insecurity." 47  Mannheim  emphasized 
the  importance  of  "symbols"  in  an  age  of  economic  insecurity — "the  less 
bread,  the  more  circuses" — and  so  did  Lasswell.48  National  Socialism, 
in  particular,  has  been  built  on  a  clever  use  of  symbols  just  as  much  as 
on  physical  power,  and  its  rise  and  international  expansion  have  done 
much  to  shake  the  hope  for  permanent  security  and  future  progress 
based  on  incentives  of  purely  rational  individualism.  Lederer  even  be- 
lieved that  Fascism  "destroys  stratified  society"  as  such,  by  replacing 
social  groups  with  a  mere  crowd.49  This  proposition  may  be  disputed 
but  undoubtedly  many  of  the  traditional  concepts  of  economic  behavior, 
security,  peace,  and  progress,  lost  their  relevance  to  a  world  under  the 
impact  of  totalitarianism,  and,  in  particular,  to  a  Nazi-dominated  Eu- 
rope. 

On  the  other  hand,  it  has  often  been  emphasized  in  recent  discus- 
sions that  effective  defense  against  that  menace  was  likely  to  leave  few  of 

44  Charles  A.  Beard,  The  Open  Door  at  Home  (New  York,  1935),  p.  4.  By  permission  of  The 
Macmillan  Co.,  publishers. 

45  Ibid.,  pp.  217,  226. 

46  Mannheim,  loc.  cit.,  pp.  129  ff. 

47  Ibid.,  p.  141.  By  permission  of  Harcourt,  Brace  &  Co.,  publishers. 

48  Harold  D.  Lasswell,  World  Politics  and  Personal  Insecurity  (New  York  and  London,  1935). 

49  Emil  Lederer,  The  State  of  the  Masses  (New  York,  1940). 
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the  traditional  economic  institutions  intact.  The  present  writer  does  not 
share  certain  defeatist  conclusions  that  have  frequently  been  drawn 
from  or  implied  by  this  assertion.  However,  there  is  just  as  little  reason 
to  minimize  the  far-reaching  effects  of  a  policy  of  economic  prepared- 
ness in  an  era  of  industrialization. 

The  "secret  weapon"  of  which  the  Nazis  boasted  was  simply  more 
than  six  years  of  undisturbed  economic  mobilization  before  the  official 
declaration  of  war.  Britain  did  not  start  her  real  shift  toward  a  war 
economy  until  the  summer  of  1940,  and  the  United  States  utilized  only 
slowly  the  experiences  of  the  European  war  in  providing  for  her  own 
economic  preparedness. 

While  Nazi  Germany  threw  the  principles  of  genuine  competition 
overboard  in  1933,  the  guiding  idea  in  the  democratic  countries  at  first 
remained  business  as  usual.  Both  the  British  shadow-factories  scheme 
and  the  United  States  Industrial  Mobilization  Plan  were  based  on  the 
assumption  that  economic  preparedness  could  and  should  be  super- 
imposed on  the  "normal"  economic  structure.  This  was  consistent  with 
the  underlying  assumption  that  competitive  trade  was  bound  to  make 
the  world  increasingly  safe,  if  only  a  minimum  of  permanent  protec- 
tion or  general  preparation  against  possible  aggressors  was  provided. 
The  belief  that  a  strong  peace  economy  was  not  only  a  spur  to  inter- 
national security  but  at  the  same  time  the  best  way  of  securing  eco- 
nomic preparedness,  was  the  rule.  Moreover,  the  Western  nations  re- 
membered that  the  First  World  War  had  been  won  because  of  their 
superior  resources  in  raw  materials,  industrial  plants,  and  transporta- 
tion facilities.  They  had  forgotten  both  how  narrow  the  margin  of  vic- 
tory had  been  even  at  that  time,  and  how  gigantic  the  difficulties  of 
economic  adjustment  to  wartime  conditions  had  been  everywhere,  in- 
cluding the  United  States. 

The  reliance  upon  latent  resources,  and  the  belief  in  the  continua- 
tion of  peacetime  business  until  the  declaration  of  war  and  even  after- 
wards, brought  France  to  disaster  and  Britain  to  the  brink  of  it.  Only 
reluctantly  did  the  United  States  draw  the  lesson  that  there  was  no 
security  for  her  in  a  world  that  she  had  to  share  with  National  So- 
cialism. Gradually  the  democratic  nations  recognized  that  "latent"  re- 
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sources  in  a  largely  totalitarian  world  were  worse  than  no  resources, 
for  they  tended  to  make  people  complacent  without  giving  them  actual 
security. 

The  international  division  of  labor  was  certainly  superior  to  self- 
sufficiency  as  a  theoretical  principle.  However,  a  piece-meal  combina- 
tion of  the  two  brought  neither  the  inexpensive  raw  material  supplies 
which  the  first  of  these  principles  promised,  nor  independence  in  war- 
time which  was  the  meaning  of  the  second.  Whatever  might  theo- 
retically have  been  the  trend  of  traditional  economic  institutions  with- 
out the  totalitarian  menace,  they  were  no  match  for  a  broadened 
Geopoliti\  which  had  mobilized  the  mines,  plants,  and  shipyards  of 
Europe  against  the  surviving  democracies. 

To  sum  up:  The  economic  factor  in  both  national  and  individual 
security  for  the  American  people  could  no  longer  be  conceived  in  terms 
of  the  normal  functioning  of  traditional  economic  institutions.  It  be- 
came linked  rather  with  the  quickest  possible  adjustment  and  utiliza- 
tion of  the  tremendous  raw  material,  production,  and  transportation 
resources  of  this  country  for  the  needs  of  defense  at  a  moment's  notice, 
and  with  the  permanent  elimination  of  totalitarian  aggression  at  some 
future  date.  Not  before  this  basic  preliminary  condition  was  achieved 
could  economic  security  become  again  what  it  used  to  be  in  earlier 
periods,  namely,  a  problem  of  social  technique  rather  than  of  external 
defense. 


CHAPTER  VIII 

ECONOMIC   POWER   AS   A   WEAPON!    BRITISH   EXPERIENCES 
AND   AMERICAN   POLICIES 

IONG  before  the  outbreak  of  military  hostilities,  many  govern- 
ments, so  far  as  their  actual  policy  was  concerned,  had  discounted 
Jl  the  older  belief  that  security  could  be  obtained  through  the  nor- 
mal conduct  of  trade,  and  had  embarked  upon  a  course  of  economic 
power  politics  that  led  straight  into  "economic  warfare."  This  term  has 
been  used  either  to  denote  an  aggressive  economic  policy  in  peacetime, 
or  to  denote  warlike  measures  that  aim  at  impairing  the  economy  of  the 
enemy  or  potential  enemy.  When  the  distinct  borderline  between  peace 
and  war  vanished,  there  remained  little  substantial  difference  between 
the  two  interpretations,  and  the  use  of  economic  power  as  a  weapon 
against  potential  enemies  in  "peacetime"  became  simply  a  preliminary 
phase  of  acute  economic  warfare.  Economic  warfare  has  usually  been 
distinguished  from  the  concept  of  "war  economy,"  which  meant  the 
wartime  organization  of  domestic  production  rather  than  an  economic 
offensive  against  other  nations,  though  there  were  many  connecting 
links  between  the  two. 

Paul  Einzig 1  distinguished  between  the  following  methods  of  eco- 
nomic warfare:  (i)  Blockade;  (2)  boycott  of  neutral  firms;  (3)  pres- 
sure on  neutral  governments;  (4)  diversion  of  neutral  trade  from  the 
enemy;  (5)  granting  of  credits  to  neutrals;  (6)  undermining  the  eco- 
nomic morale  of  the  enemy.  The  fourth  method  involved  the  pre- 
emptive purchase  of  stocks  of  commodities  which  might  otherwise 
have  been  acquired  by  the  enemy,  and  the  need  to  provide  alternative 
markets  for  neutrals  when  diverting  their  exports  from  the  enemy 
countries.  The  same  applied  to  their  imports.  Einzig's  list  apparently 
omitted  such  policies  as  embargoes  and  the  freezing  of  foreign  assets. 
Moreover,  the  meaning  of  such  traditional  concepts  of  economic  war- 
fare as  contraband,  whether  "conditional"  or  "unconditional,"  had 
changed.  In  a  total  war,  any  commodity  destined  for  or  coming  from 
an  enemy  country  was  practically  bound  to  be  unconditional  contra- 
band. 

1  Economic  Warfare  (London,  1940). 
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Another  British  author,  D.  T.  Jack,  said,  "Resort  to  economic  war- 
fare is  not  in  itself  modern.  What  is  modern  is  the  development  which 
has  occurred  in  the  technique  of  its  execution  and  in  the  system  of  in- 
ternational law  which,  it  was  hoped,  would  govern  its  application."  2 
The  British  war  policy  since  September  1939  furnished  an  outstanding 
example  of  modern  economic  warfare  based  on  naval  superiority. 

The  British  Ministry  of  Economic  Warfare 

The  purpose  of  the  Ministry  was  primarily  to  cut  off  the  enemy's 
supplies  of  war  essentials,  but  some  of  the  early  measures  aimed  simul- 
taneously at  fostering  British  export  trade.  An  essential  part  of  the  gov- 
ernment's activity  in  this  field  consisted  of  securing  long-term  con- 
tracts (in  some  cases  for  the  whole  output  of  another  country)  for 
such  goods  as  wool,  leather,  copper,  zinc,  timber,  etc.  The  dominating 
position  of  the  Empire  in  the  production  of  nickel  (Canada),  tin  (Ma- 
laya, Nigeria),  and  other  materials  made  it  easier  to  exclude  the  enemy 
from  access  to  these  supplies. 

The  Ministry  of  Economic  Warfare  was  established  immediately 
after  the  declaration  of  war  in  September  1939,  with  R.  H.  Cross  in 
charge.  Later,  Winston  Churchill  appointed  the  Laborite  Hugh  Dalton 
Minister  of  Economic  Warfare.  The  original  concept  of  the  Ministry 
was  similar  to  that  of  the  Ministry  of  Blockade  under  Sir  Robert  Cecil 
during  the  First  World  War,  but  events  soon  proved  that  modern  eco- 
nomic warfare  was  bound  to  go  far  beyond  the  blockade.  In  the  first 
two  weeks  of  the  war  the  British  intercepted  140,000  tons  of  contra- 
band ;  at  the  same  time,  they  began  to  watch  all  possible  sources  of  sup- 
ply for  Germany.  Purchases  were  blocked,  insurance  held  up,  trans- 
port delayed,  and  finance  impeded.  Neutral  firms  suspecting  of  dealing 
with  Germany  were  placed  on  a  blacklist  for  British  trade. 

Toward  the  end  of  1939,  Britain  concluded  important  trade  agree- 
ments with  Turkey,  Yugoslavia,  and  Spain,  and  it  is  significant  that 
the  agreements  were  arranged  not  by  the  Board  of  Trade  but  by  the 
Ministry  of  Economic  Warfare.  Turkey  obligated  herself  to  sell  all 

2  Studies  in  Economic  Warfare  (New  York,  1941),  p.  I.  By  permission  of  the  Chemical  Pub- 
lishing Co.  For  a  discussion  of  modern  economic  warfare,  see  also  Henry  William  Spiegel,  The 
Economics  of  Total  War  (New  York,  1942),  pp.  284  £f. 
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her  chromium  output  to  the  Allies;  Yugoslavia  to  increase  the  exports 
of  copper  and  other  metals  to  Britain  and  France;  and  Spain  to  ship 
large  quantities  of  iron  ore,  mercury,  and  lead  to  these  countries.  In  re- 
turn the  Allies  agreed  to  take  Turkey's  entire  surplus  crop  of  figs  and 
grapes,  Yugoslavian  prunes,  etc.,  which  of  all  foodstuffs  they  needed 
least. 

Simultaneously  with  the  establishment  of  the  Ministry  of  Economic 
Warfare,  Parliament  passed  the  Trading  with  the  Enemy  Act,  forbid- 
ding British  residents  to  have  any  dealings  with  firms  or  individuals 
controlled  by  or  commercially  connected  with  Germany.  Later  on, 
seizure  of  German  exports  to  neutral  countries  was  added  to  the  other 
measures.  On  April  2,  1940,  Prime  Minister  Chamberlain  stated,  "All 
the  war  trade  agreements  into  which  we  have  entered  contain  certain 
stipulations  regulating  exports  by  neutral  countries  of  their  own  do- 
mestic produce  to  Germany.  For  example,  these  stipulations  provide  for 
strict  limitation  of  the  exports  to  Germany  of  fats  essential  to  her  war 
effort."  At  the  same  time,  rationing  of  Germany's  neighbors  was  intro- 
duced, with  special  eye  on  Russia — then  her  partner — who  had  spent, 
since  the  fall  of  1939,  about  $10,000,000  monthly  in  the  United  States 
for  such  materials  as  copper,  lead,  tin,  alloy  steels,  and  metal-working 
machinery. 

In  the  spring  and  summer  of  1940,  Britain  adopted  certain  measures 
which  were  clearly  modelled  after  German  export  policy.  A  barter  and 
clearing  agreement  was  negotiated  with  Spain  under  which  oranges, 
iron  ore,  pyrites,  mercury,  lead,  and  zinc  were  to  be  exchanged  for 
wheat,  phosphates,  automobiles,  etc.,  from  England  or  the  Empire.  Use 
of  a  barter  pound  sterling  on  the  model  of  the  Aski-Mark  was  also  at- 
tempted in  Britain's  dealings  with  Argentina,  Uruguay,  and  other 
countries.  Even  earlier,  the  Export  Credits  Bill  provided  for  govern- 
ment-subsidized credits  in  order  to  counter  German  offers  to  neutrals. 
The  Export  Credits  Guarantee  Department  of  the  Board  of  Trade 
wrote  policies  on  millions  of  pounds'  worth  of  British  exports,  covering 
loss  of  orders,  transfer  of  currency,  and  other  hazards  of  war.  The 
British  export  industries  were  organized  into  a  number  of  "export 
groups."  In  all  these  measures,  putting  a  stop  to  German  trade  was  at 
least  as  important  a  motive  as  increasing  British  exports. 
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Although  Mr.  Dalton  rightly  emphasized  that  economic  warfare 
could  be  only  one  among  many  weapons  in  total  war,  he  greatly  ex- 
tended the  scope  of  his  Ministry.  After  the  end  of  July  1940  no  ship  was 
allowed  to  proceed  to  any  port  in  Europe,  or  to  certain  sections  of 
other  continents,  without  navicerts  from  British  consuls  and  specific 
guarantees  from  the  owner.  Neutrals  not  only  had  to  agree  not  to  re- 
export to  the  enemy,  but  were  allowed  to  import  only  quantities  strictly 
corresponding  to  their  own  needs,  without  any  margin  for  re-export. 
This  applied  especially  to  Spain,  who  imported  from  the  United  States 
during  the  first  eight  months  of  the  war  3,862,815  barrels  of  fuel  com- 
pared with  2,133,089  a  year  earlier.  In  other  words,  Britain,  in  addition 
to  earlier  measures,  started  a  long-distance  blockade  of  Germany  which 
was  to  provide  important  lessons  for  American  policy. 

This  became  especially  clear  in  the  fall  of  1940,  when  Britain  em- 
barked on  measures  amounting  to  an  economic  offensive.  An  export 
drive  in  South  America  was  launched  under  the  auspices  of  the  United 
Kingdom  Commercial  Corporation,  an  official  trade  development  or- 
ganization of  the  government.  The  British  Government  also  acted  as 
adviser  to  the  Dominions  on  economic  warfare;  thus,  for  example,  it 
prevented  the  Commonwealth  of  Australia  from  accepting  a  Mexican 
offer  for  an  exchange  of  copra  for  oil,  on  the  ground  that  this  might 
involve  a  leakage  of  copra  to  the  Axis  countries. 

In  October  1940  the  Ministry  of  Economic  Warfare  seized  at  Ber- 
muda more  than  five  hundred  paintings,  drawings,  and  other  art  ob- 
jects of  French  origin,  which  had  been  sent  abroad  by  the  Germans 
after  the  occupation  of  Paris  in  order  to  secure  dollar  exchange.  It  was 
also  disclosed  that  the  Ministry  of  Economic  Warfare  was  co-operating 
with  the  Royal  Air  Force  in  selecting  objects  for  destruction  in  the  Axis 
countries  in  accordance  with  economic  considerations,  such  as  oil 
refineries.  In  November  1940  it  was  reported  at  a  meeting  of  the  Ex- 
port Managers  Club  of  New  York  that  American  companies  which 
disregarded  English  blacklists  of  German-controlled  companies  in 
Latin  America  met  with  "unaccountable"  delays  in  obtaining  navicerts 
for  goods  to  be  shipped  through  the  British  blockade.  The  invisible 
hand  of  the  Ministry  of  Economic  Warfare  was  growing  longer.  Sig- 
nificantly, the  Ministry  was  also  in  charge  of  all  British  propaganda 
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in  German-controlled  territory  until  the  establishment  in  1941  of  the 
Department  of  Political  Warfare. 

Early  in  1941  the  blockade  restrictions  affecting  neutrals  were  ex- 
tended to  Eire.  This  had  something  to  do  with  the  Irish  endeavor  to 
maintain  the  status  of  absolute  "neutrality"  in  dealing  with  the  British 
request  for  naval  bases  on  her  territory.  At  the  same  time,  Britain  placed 
restrictions  upon  the  re-export  to  Eire  of  commodities  brought  across 
the  Atlantic.  She  also  blacklisted  a  number  of  neutral  ships  for  serv- 
ing enemy  powers. 

As  a  complement  to  economic  warfare,  the  British  Government  simul- 
taneously embarked  upon  a  policy  of  accumulating  surplus  products 
from  its  own  colonies  as  well  as  from  those  of  other  countries,  like  the 
French  Cameroons  and  the  Dutch  East  Indies,  for  supplying  the 
liberated  but  starving  peoples  of  Europe  when  the  war  is  over.  At  the 
same  time,  however,  Britain  held  tenaciously  to  her  refusal  to  let  Ameri- 
can foodstuffs  pass  to  the  German-occupied  territories  in  wartime, 
although  a  limited  amount  of  goods  was  let  through  for  pro-Axis 
Spain  and  Vichy-France. 

The  British  arguments  were  first,  that  the  foodstuffs  might  possibly 
be  used  indirectly  for  war  purposes — wheat  can  replace  potatoes,  which 
can  be  utilized  for  the  output  of  alcohol,  which  again  can  be  used  for 
certain  purposes  in  place  of  fuel  oil;  second,  that  Britain  needed  every 
available  ton  of  international  shipping  for  her  own  foodstuffs  and  mu- 
nitions; and  third,  that  the  plight  of  the  continental  populations  had 
arisen  primarily  as  a  result  of  the  confiscation  of  foodstuffs  by  the  Ger- 
man armed  forces.  Moreover,  the  British  considered  the  guarantees  sug- 
gested in  the  Hoover  Plan  and  other  schemes  insufficient  to  cope  with 
the  administrative  machine  of  the  totalitarian  conquerors.  Subsequent 
events  substantiated  these  British  assertions. 

After  Pearl  Harbor,  the  proposal  to  abolish  the  Ministry  of  Eco- 
nomic Warfare  was  made  and  rejected  in  the  House  of  Commons.  One 
reason  given  for  the  proposal  was  that  there  were  practically  no  neu- 
trals left  any  longer  in  the  world.  Supporters  of  the  Ministry  pointed, 
however,  to  the  widened  scope  of  activities  involved  in  the  new  col- 
laboration of  the  Ministry  with  the  United  States  Board  of  Economic 
Warfare. 
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Economic  Warfare  of  the  United  States 

The  basic  question  for  American  policy,  at  least  since  September 
1939,  has  been  whether  this  country,  despite  all  European  and  Asiatic 
experiences,  could  adhere  to  the  concept  of  peace  as  the  normal  rela- 
tionship with  all  countries  with  which  no  war  had  been  officially  de- 
clared, or  whether  it  had  to  take  potential  and  actual  enemies  into 
account  even  when  "peace"  still  prevailed.  The  answer  to  this  question 
was  finally  given  at  Pearl  Harbor,  but  in  the  meantime,  much  precious 
time  had  been  lost. 

The  natural  economic  weapons  of  the  United  States  were  chiefly  her 
raw  material  output,  industrial  production,  purchasing  power,  and 
financial  position.  In  the  field  of  raw  materials,  the  key  position  of  the 
United  States  was  generally  recognized  long  before  the  Second  World 
War.3  Before  the  outbreak  of  the  war,  the  United  States  produced  over 
80  per  cent  of  the  world's  sulphur  and  molybdenum,  over  60  per  cent 
of  the  petroleum,  and  over  40  per  cent  of  the  cotton,  copper,  coal,  and 
zinc.  She  was  also  the  largest  single  producer  of  aluminum,  copper, 
iron  ore,  and  lead.  The  relative  importance  of  the  United  States  in  raw 
material  output  was  further  heightened  by  the  war  disturbances  in 
Europe  and  Asia.  Under  these  circumstances,  the  potential  significance 
of  embargoes  and  other  possible  trade  restrictions  in  line  with  po- 
litical considerations  was  bound  to  be  very  great.  On  the  other  hand, 
the  American  supply  routes  for  strategic  and  critical  materials  such  as 
rubber,  tin,  mercury,  antimony,  wool,  etc.,  were  correspondingly  vul- 
nerable. 

As  to  the  role  of  the  United  States  as  a  purchaser  in  the  world  mar- 
ket, both  the  tariff  policy  and  other  measures  were  traditionally  guided 
by  domestic  rather  than  international  considerations.  Buying  the 
products  of  her  friends,  and  refusing  those  of  her  enemies,  even  when 
this  seemed  unprofitable  from  a  business  point  of  view,  only  gradually 
became  a  recognized  principle  of  the  trade  policy  of  this  country. 

The  American  embargo  policy  started  for  all  practical  purposes  in 

3  See  Eugene  Staley,  Raw  Materials  in  Peace  and  War  (New  York,  1937);  Hermann  Kranold, 
The  International  Distribution  of  Raw  Materials  (New  York,  1937);  H.  J.  Tobin  and  P.  W.  Bid- 
well,  Mobilizing  Civilian  America  (New  York,  1940);  G.  A.  Roush,  Strategic  Mineral  Supplies 
(New  York,  1939);  Brooks  Emeny,  The  Strategy  of  Raw  Materials  (New  York,  1934). 
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the  summer  of  1940.  After  October  16, 1940,  no  scrap  steel  or  scrap  iron 
was  allowed  to  be  sold  except  to  the  Western  Hemisphere  and  Great 
Britain;  Japan  had  bought  91  per  cent  of  her  supplies  of  these  ma- 
terials from  the  United  States  in  1939.  This  restriction  was  considered 
more  effective  than  both  the  "moral  embargo"  on  airplane  engines  and 
parts,  and  the  July  25,  1940,  embargo  on  aviation  gasoline,  but  a  space 
of  three  weeks  elapsed  before  the  scrap  embargo  became  effective. 
Moreover,  Japan  was  not  at  the  same  time  prevented  from  buying  fin- 
ished steel  in  this  country,  and  she  had  accumulated  large  reserves  from 
the  purchases  of  previous  years.  In  fact,  in  the  period  since  1934,  the 
United  States  furnished  between  70  per  cent  and  80  per  cent  of  the 
steel  for  Japanese  rearmament.  In  1937,  Senators  Pittman  and  Schwel- 
lenbach  had  in  vain  introduced  resolutions  for  an  embargo  on  war 
supplies  to  Japan. 

Certain  implications  of  embargoes  were  not  always  realized.  First, 
if  they  were  to  be  fully  effective,  embargoes,  as  well  as  barter  and  clear- 
ing agreements,  presupposed  in  practice  the  governmental  control  or 
supervision  of  the  industries  affected,  or  even  of  foreign  trade  as  such. 
Secondly,  embargoes,  whenever  they  were  really  effective,  tended  to 
induce  the  powers  against  whom  they  were  directed  to  take  violent 
measures  toward  the  solution  of  their  war  supply  problems,  such  as  the 
invasion  of  other  countries.  In  the  face  of  these  possible  reactions,  it  was 
only  if  it  was  co-ordinated  with  political  and,  if  necessary,  with  mili- 
tary plans  that  an  embargo  policy  was  consistent.  Thirdly,  all  these 
measures  accelerated  the  disintegration  of  foreign  trade,  a  process 
which  was,  however,  in  the  final  analysis  a  result  of  the  whole  inter- 
national development. 

Thus  an  embargo  policy  was  likely  to  entail  heavy  sacrifices  for 
large  sections  of  business.  The  first  year  of  the  war  had  brought  a  strik- 
ing revival  of  American  exports:  they  reached  a  figure  of  4  billion 
dollars  compared  with  less  than  3  billion  in  the  preceding  year.  The 
increase  in  imports  was  somewhat  smaller,  but  it  amounted  neverthe- 
less to  about  20  per  cent.  Both  increases  were  largely  a  result  of  war 
orders.  Large  sections  of  business  managed,  however,  to  avoid  giving 
themselves  any  untimely  illusions  about  the  course  of  foreign  trade  in 
a  war-torn  or  Axis-dominated  world.  Keeping  an  eye  on  the  ingredi- 
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ents  necessary  for  making  synthetic  raw  materials  was  also  a  logical  ex- 
tension of  the  embargo  policy. 

The  freezing  by  the  United  States  of  assets  of  residents  in  Axis- 
controlled  territories,  and  of  certain  alien  residents  in  the  United  States, 
was  almost  universally  approved.  Whether  this  should  not  from  the 
very  beginning  have  been  extended  to  assets  belonging  to  the  residents 
of  various  other  countries  is  another  question;  in  particular,  the  assets 
of  Japan  (and  China)  were  frozen  only  in  July  1941.  Moreover,  these 
freezing  measures  would  have  been  more  effective  if  they  had  always 
come  as  a  surprise,  preceded  if  possible  by  a  gradual  withdrawal  of 
substantial  American  assets  from  the  countries  affected.  This  again 
would  have  presupposed  a  large  amount  of  governmental  control.  Cer- 
tain news  commentators  asserted  that  the  freezing  of  Axis  funds  was 
delayed  owing  to  disputes  among  the  various  Federal  agencies.  How- 
ever, between  July  1940  and  the  end  of  1941  more  than  $7,000,000,000 
of  assets  belonging  to  thirty-three  nations  had  been  frozen.  In  Feb- 
ruary 1942  the  Treasury  restricted  the  use  that  foreigners  might  make 
of  frozen  assets  in  acquiring  financial  control  over  American  busi- 
nesses. 

As  regards  foreign  loans  and  investments,  there  was  little  doubt  in 
anyone's  mind  that  a  large  part  of  the  funds  lent  was  being  given 
h  fond  perdu  and  primarily  for  political  reasons,  even  though  the  loans 
may  eventually  be  repaid  in  some  cases.  The  granting  of  $500,000,000 
new  capital  to  the  Export-Import  Bank  for  the  purpose  of  making 
loans  to  Latin  America  was  an  important  step,  especially  since  a  large 
part  of  the  money  lent  was  earmarked  for  armaments  or  war-essential 
construction  such  as  sections  of  the  Pan-American  highway.  Federal 
Loan  Administrator  Jesse  H.  Jones,  in  testifying  on  this  measure,  ad- 
mitted that  much  of  the  money  might  be  lost. 

With  respect  to  Germany  and  her  allies,  both  the  British  blockade 
and  early  American  measures  left  comparatively  little  to  be  done,  ex- 
cept tightening  the  supervision  of  neutral  imports  from  this  country 
and  preventing  Germany  from  getting  foodstuffs  on  the  pretext  that 
they  were  to  be  used  for  feeding  Western  Europe.  The  European  con- 
tinent as  a  whole  was  self-sufficient  in  potatoes,  rye,  sugar,  and  many 
other  important  foodstuffs  before  the  war  and  the  German  invasion; 
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but  afterward,  Holland,  for  example,  lost  90  per  cent  of  her  butter  re- 
serves in  a  single  week. 

Early  in  1941,  partly  as  a  result  of  hints  from  the  side  of  the  British, 
increased  attention  was  paid  to  the  leakage  of  war  essentials  to  Ger- 
many by  way  of  bodi  Latin  America  and  Russia.  The  British  Ministry 
of  Economic  Warfare  pointed  out,  for  instance,  that  between  October 
15  and  December  15,  1940,  Russia  imported  more  cotton  from  the 
United  States  than  she  usually  imported  from  all  sources  during  a  full 
year.  At  the  same  time,  Russia,  according  to  the  British,  exported  to 
Germany  at  least  100,000  tons  of  cotton  in  1940.  It  was  asserted  that 
similar  transfers  of  materials,  made  possible  by  imports  from  the 
United  States,  were  carried  out  by  Russia  with  respect  to  wheat,  crude 
oil,  and  oil-drilling  equipment.  The  British  reiterated  these  claims  even 
though  they  were  disputed  by  Secretary  Hull.  However,  oil-drilling 
equipment  and  a  considerable  number  of  other  items  such  as  radium, 
uranium,  and  hides,  were  placed  by  the  United  States  Government  un- 
der license  control  in  February  1941.  A  few  weeks  later  this  control 
was  extended  to  about  forty  more  classes  of  goods,  particularly  metals 
and  chemicals. 

However,  on  May  1,  1941,  Dr.  Dalton  pointed  out  various  ways  in 
which  American  policy  was  still  out  of  tune  with  Britain's  program  of 
economic  warfare.  In  particular,  the  British  suggested  that  the  indirect 
as  well  as  the  direct  assets  of  the  Axis  powers  in  this  country,  frequently 
concealed  under  Swiss,  Swedish,  or  Latin  American  names,  should  be 
frozen,  and  that  American  banks  and  investment  firms  should  refuse 
to  hold  accounts,  transfer  funds,  or  deal  in  securities,  whenever  this 
might  be  of  even  indirect  advantage  to  Germany  or  Italy.  The  British 
also  pointed  out  that  the  importation  of  dollars  into  the  United  States 
from  the  looted  dollar  resources  of  occupied  countries  was  still  going 
on,  thus  providing  Germany  with  new  supplies  of  foreign  exchange. 
They  also  claimed  that  there  were  certain  allegedly  American  firms, 
especially  in  the  chemical  field,  such  as  the  General  Aniline  and  Film 
Corporation  and  its  subsidiaries,  which  were  still  German-controlled, 
and  that  some  of  them  had  been  established  before  the  war  largely 
with  a  view  to  carrying  on  German  trade  with  Latin  America  even  in 
wartime. 
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Although  most  of  the  firms  concerned  denied  any  such  connection,4 
many  of  the  British  assertions  were  subsequently  borne  out  by  Congres- 
sional and  other  investigations,  and  many  of  the  British  suggestions 
were  put  into  effect  sooner  or  later.  In  the  fall  of  1941,  United  States 
courts  invalidated  contracts  between  the  /.  G.  Farbenindustrie  (the  Ger- 
man dye  trust)  and  a  number  of  American  drug  companies  on  the 
grounds  that  they  had  violated  the  anti-trust  law  through  the  restriction 
of  markets  in  South  America.  After  the  declaration  of  war,  more  than 
one  hundred  German,  Japanese,  and  Italian  concerns  in  this  country 
were  shut  down  and  many  others  put  under  close  supervision.  Similar 
measures  were  taken  to  prevent  the  operation  in  the  United  States  of 
"dummy"  corporations  and  agents  from  neutral  countries,  and  to  make 
impossible  the  German  dumping  of  war  loot,  such  as  diamonds,  from 
the  conquered  countries  on  the  American  market,  in  order  to  obtain 
propaganda  funds  in  American  currency. 

In  November  1941  the  Treasury  Department  reported:  "In  adminis- 
tering the  President's  Executive  order  which  'froze'  the  assets  of  con- 
tinental Europe,  Japan,  and  China  in  the  United  States,  the  Foreign 
Funds  Control  discovered  stores  of  copper,  aluminum,  shipbuilding 
materials,  airplane  spruce,  and  other  vital  defense  materials  held  for 
'blocked'  interests."  The  materials  uncovered  included  shipbuilding 
parts  and  machine  tools  for  aircraft  production.  Early  in  1942,  Secre- 
tary Morgenthau  turned  over  to  the  Board  of  Economic  Warfare  an  in- 
ventory of  $200,000,000  worth  of  war  materials  which  were  stored  in 
this  country  for  foreign  owners.  The  Secretary  stated  that  in  certain 
instances,  "the  Axis  powers  through  'dummies'  actually  had  bought 
up  the  stocks  for  their  own  use  before  the  war  or  had  acquired  them 
later  for  the  express  purpose  of  preventing  their  use  in  the  Allied  war 
machine." 

Japans  War  Economy  and  the  United  States 

As  for  Japan,  the  United  States  had  for  years  generously  provided 
essential  war  materials  to  that  country  on  a  vast  scale.  To  mention  but 
a  few  examples,  Japan  was  able  to  buy  large  quantities  of  copper  in 
the  United  States  in  time  to  forestall  the  subsequent  embargo.  Con- 

*New  Yor\  Times,  May  2-May  3,  1941. 
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siderable  quantities  of  crude  oil,  both  from  the  United  States  and  from 
Mexico,  were  shipped  as  late  as  in  the  fall  of  1940,  and  Japan  had  ex- 
tensive refining  facilities  for  the  manufacture  of  aviation  gasoline.  The 
situation  was  similar  in  respect  to  cotton,  wood-pulp,  hides,  automo- 
biles, and  scores  of  other  materials  relevant  to  war.5  Moreover,  the 
United  States  was  a  good  customer  for  Japanese  raw  silk  and  other 
items.  That  the  United  States  was  not  alone  in  pursuing  this  policy  was 
made  clear  when  it  was  revealed  in  the  British  Parliament  that  Canada, 
even  in  1940,  sold  some  copper  to  Japan,  despite  the  urgent  British  need 
for  this  war-essential  material. 

Up  till  the  earlier  part  of  194 1,  the  Philippines  remained  an  im- 
portant loophole  in  any  American  embargo  against  Japan,  official  or 
moral.  Japan  imported  from  the  Philippines  more  than  a  million  tons 
of  high-grade  iron  ore  a  year,  which  was  virtually  the  entire  output  of 
the  four  iron  mines,  and  the  bulk  of  the  copper,  chromite,  and  man- 
ganese production. 

It  was  revealed  in  October  1940  that  despite  the  President's  embargo 
of  July  31,  Japan  was  still  receiving  large  quantities  of  gasoline,  in- 
cluding low-grade  aviation  gasoline,  from  American  ports,  a  proof  that 
even  official  embargoes  were  not  always  watertight.  At  the  same  time, 
an  arrangement  made  by  the  British-controlled  Royal  Dutch  Shell 
group  and  the  American  Standard  Vacuum  group  to  cover  approxi- 
mately 40  per  cent  of  Japan's  oil  requirements  for  six  months  by  de- 
liveries from  the  Dutch  East  Indies,  threatened  to  offset  the  American 
embargo.  Immediately  afterwards,  it  was  disclosed  that  Britain  had 
contracted  to  purchase  the  aviation  gasoline  production  of  Netherlands 
Indies,  thus  partly  forestalling  the  Japanese  move.  The  Associated  Press 
reported  on  November  13,  1940,  however,  that  an  agreement  had  been 
reached  to  raise  Japan's  oil  imports  from  the  Netherlands  Indies  from 
494,000  tons  to  1,800,000  tons  annually,  with  both  the  Standard  Vacuum 
concern  and  the  Rising  Sun  Petroleum  Company  (Japanese  subsidiary 
of  the  Shell  group)  acting  as  importing  agents  for  the  Japanese.  More- 
over, Japan  was  known  by  that  time  to  have  accumulated  huge  oil 
reserves,  largely  through  imports  from  the  Western  Hemisphere. 

In  the  field  of  metals,  although  Japan  was  prohibited  in  1940  from 

5  See  Arthur  Krock's  list  in  the  New  Yor^  Times,  October  i,  1940. 
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buying  scrap  steel  in  this  country,  she  was  able  to  place  orders  here  in 
that  year  for  warship  plates,  according  to  a  statement  on  November  2, 
1940,  by  Mr.  E.  C.  Barringer,  secretary  of  the  Institute  of  Scrap  Iron 
and  Steel,  Inc.  At  the  same  time,  Mexico,  which  had  less  interest  in  the 
Far  East  than  had  the  United  States,  proclaimed  an  embargo  on  the 
exportation  of  mercury  to  Japan,  and  cancelled  a  lease  of  oil  land  to 
that  country. 

Eventually,  the  idea  of  common  action  by  the  United  States  and  Brit- 
ain with  a  view  to  stopping  essential  trade  with  Japan  took  root,  espe- 
cially after  Canada  prohibited  copper  exports  to  Japan  without  waiting 
for  an  analogous  move  by  the  United  States. 

Senator  Wheeler  charged  in  1940  that  "Japanese  firms  have  been 
licensed  by  American  manufacturers  to  use  American  plans  in  making 
their  airplanes."  He  also  said  he  feared  that  certain  American  firms 
with  defense  contracts  were  "paying  royalties  to  the  gigantic  German 
chemical  and  munitions  trusts."  Such  arrangements,  of  course,  if  ac- 
tually in  existence,  were  the  potential  source  both  of  an  indirect  trans- 
fer of  American  government  funds  to  the  Axis  countries,  and  of  the 
supplying  of  foreign  corporations  with  information  on  technical  ad- 
vances. 

From  1937  to  1938,  the  bulk  of  Japan's  imports  of  strategic  goods 
came  from  this  country:  66  per  cent  of  her  oil;  91  per  cent  of  her  scrap 
iron;  98  per  cent  of  her  ferro-alloys;  77  per  cent  of  her  automobiles 
and  automobile  parts ;  70  per  cent  of  her  metal-working  machinery,  and 
63  per  cent  of  her  aircraft  and  aircraft  parts.  On  the  other  hand,  the 
United  States  took  83  per  cent  of  Japan's  silk  exports;  52  per  cent  of 
her  exports  of  fish  scrap  and  fish  oil;  51  per  cent  of  her  china  and  porce- 
lain exports;  42  per  cent  of  her  exports  of  silk  manufactures;  99.5  per 
cent  of  her  rags,  66  per  cent  of  her  toys,  and  55  per  cent  of  her  hat  ma- 
terial exports.  In  other  words,  while  Japan's  imports  from  the  United 
States  consisted  chiefly  of  war  essential  goods,  this  country's  imports 
from  Japan  consisted  mainly  of  products  for  civilian  consumption,  few, 
if  any,  of  which  were  vital. 

Up  till  1939,  war  essentials  continued  to  play  the  decisive  role  in 
American  exports  to  Japan.  In  1938,  for  instance,  out  of  a  total  figure 
of  $239,575,000,  war  material  exports  amounted  to  $158,527,000,  and 
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raw  cotton  exports  to  $52,644,ooo.6  The  United  States  supplied  55.7  per 
cent  of  Japan's  war  material  imports  in  1939,  compared  with  56  per 
cent  in  1938  and  54.6  per  cent  in  1937.7  It  is  worth  noting  that  the 
corresponding  figures  for  Japan's  supplies  from  Germany  were  only  4.3 
per  cent,  7.7.  per  cent,  and  3.1  per  cent.  The  United  States  share  of  oil  ex- 
ports to  Japan  in  1939  was  66.2  per  cent,  and  of  exports  of  scrap  iron  91 
per  cent.  From  1939  to  1940,  United  States  total  exports  to  Japan 
dropped  only  from  $232,184,000  to  $227,204,000,  and  United  States  im- 
ports from  Japan  were  also  only  slightly  reduced — from  $161,212,000  to 
$  158,376,00c8 

Since  the  later  part  of  1940,  however,  and  in  particular  in  1941,  a 
drastic  decline  of  American  trade  with  Japan  took  place.  Particularly 
striking  was  the  decline  of  such  single  items  as  raw  cotton  and  scrap 
iron.  Petroleum,  however,  was  still  exported  on  a  considerable,  though 
reduced  scale.  However,  regulations  issued  in  August  1941  prohibited 
the  exportation  of  motor  fuels  and  oils  for  use  in  aircraft  to  destina- 
tions other  than  the  Western  Hemisphere,  the  British  Empire,  and 
countries  engaged  in  resisting  aggression;  they  also  limited  the  ex- 
portation of  other  petroleum  products.  The  exports  of  scrap  metal  had 
ceased  early  in  194 1,  and  Japan  found  it  equally  impossible  to  obtain 
any  more  copper  from  the  United  States.  However,  American  brass 
producers  complained  as  late  as  the  end  of  1940  that  shipments  of  zinc 
to  Japan  were  "seriously  delaying"  the  manufacture  of  brass  for  the 
needs  of  the  United  States  and  Britain.9 

Embargoes,  both  legal  and  moral,  and  license  restrictions,  thus  gradu- 
ally became  effective  early  in  1941.10  Simultaneously,  Great  Britain  and 
the  United  States  increased  their  co-operation  in  such  matters  as  re- 
stricting exports  to  Japan  from  the  colonies,  buying  up  certain  Latin 
American  products  in  which  Japan  was  interested,  tightening  the  Brit- 
ish contraband  control,  and  limiting  the  foreign  shipping  space  avail- 

6  Foreign  Policy  Report,  June  15,  1939,  p.  87. 

7  Chinese  Council  for  Economic  Research,  World  Exports  to  Japan  Essential  for  War  Purposes, 
I937~I939  (Washington,  D.  C,  August,  1940)  [mimeographed]. 

8  Bureau  of  Foreign  and  Domestic  Commerce,  Monthly  Summary  of  Foreign  Commerce  in  the 
United  States  (United  States  Department  of  Commerce:  Washington,  D.  C,  December  5,  1940), 
P.  5- 

9  New  Yor\  Times,  December  3,  1940. 

10  See  William  C  Johnstone,  "Export  Controls  and  Far  Eastern  Policy,"  Amerasia,  March, 
1 94 1.  See  also  Far  Eastern  Survey,  November  20,  1940. 
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able  for  Japan.  Early  in  1942  the  British  Ministry  of  Economic  Warfare 
stated  that  it  was  looking  forward  to  a  "unified  strategy  embracing  all 
phases  of  world  economy,"  and  that  it  had  put  the  wide  facilities  of 
its  intelligence  service,  especially  in  the  Axis-controlled  areas,  at  the 
disposal  of  Washington.  A  joint  United  States-Canadian  Defense  Pro- 
duction Committee  was  also  established. 

The  United  States  and  Latin  America 

In  the  fall  of  1941,  the  set-up  of  the  economic  warfare  agencies  of 
the  United  States  was  rearranged.  The  Economic  Defense  Board, 
established  on  July  31,  1941,  and  headed  by  Vice-President  Wallace, 
was  made  responsible  for  the  issuing  of  all  export  licenses,  and  absorbed 
both  the  army-directed  Office  of  Administrator  of  Export  Control  and 
the  Division  of  Controls  in  the  State  Department.  Nelson  A.  Rocke- 
feller, Co-ordinator  of  Inter-American  Affairs,  became  a  member  of  the 
Economic  Defense  Board,  which  was  later  renamed  the  Board  of  Eco- 
nomic Warfare.  The  State  Department  set  up  both  a  Caribbean  Office 
"for  the  purpose  of  encouraging  and  strengthening  social  and  eco- 
nomic co-operation"  in  the  area,  and  a  Board  of  Economic  Operations, 
including  divisions  on  commercial  policy  and  agreements,  exports  and 
defense  aid,  defense  materials,  foreign  funds,  and  finance,  etc.  Various 
other  measures  of  organizational  readjustment  followed  during  1942, 
without  apparently  involving  major  changes  in  the  general  orientation 
of  economic  warfare. 

During  the  First  World  War,  United  States  imports  from  Latin 
America  rose  by  $640,000,000.  It  has  been  asserted  more  recently  that 
at  least  half  of  Latin  America's  exports  could  eventually  be  absorbed 
by  the  United  States  on  a  business  basis,  although  the  concept  of  what 
is  "a  business  basis"  is  rather  vague.  According  to  one  estimate,  a  mini- 
mum sum  of  $400,000,000  annually  out  of  United  States  purchases  from 
other  countries  could  be  permanently  transferred  to  Latin  America 
(e.g.  manganese  to  Cuba  and  Brazil,  platinum  to  Colombia,  tin  to 
Bolivia,  etc.).  In  1941  the  government  decided  to  erect  a  tin-smelting 
plant  in  this  country  and  the  Metals  Reserve  Company,  a  subsidiary  of 
the  Reconstruction  Finance  Corporation,  agreed  with  Bolivian  pro- 
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ducers  to  buy  tin  ores  and  concentrates  sufficient  to  smelt  18,000  tons 
of  fine  tin  annually  for  five  years.  After  the  attack  on  Pearl  Harbor, 
the  planned  capacity  of  the  new  plant  was  increased.  Large  orders  for 
Chilean  copper  and  nitrates  and  for  Brazilian  manganese  were  like- 
wise placed  after  1941/ *  and  the  United  States  undertook  to  buy  all  of 
Argentina's  tungsten  production  for  three  years. 

The  "cartel"  plan,  which  aimed  at  the  purchase  in  bulk  of  the  sur- 
plus products  of  Latin  America,  was  quickly  buried  (if,  indeed,  it  ever 
had  a  purpose  other  than  that  of  overshadowing  the  German  export 
propaganda).  Instead,  the  policy  of  aiding  the  industrialization  of  that 
region  by  American  capital  came  to  the  fore.  But  such  a  policy,  un- 
questionably superior  though  it  was  to  the  cartel  scheme,  could  have 
promised  success  only  if  it  was  not  rigidly  confined  to  plants  that  of- 
fered prospects  of  ample  business  profits  within  the  near  future.  More- 
over, the  American  priorities  system  soon  interfered  with  any  large- 
scale  industrialization  plans  for  Latin  America,  although  the  priorities 
administration  allocated  in  1942  considerable  quantities  of  important 
materials,  such  as  steel  and  chemicals,  for  the  use  of  that  region  to  keep 
its  economy  going.  The  general  prospect  of  future  industrialization  with 
American  assistance  had  a  certain  moral  effect,  which  helped  to  some 
extent  to  offset  the  inroads  of  German  trade. 

At  the  same  time,  Germany's  prestige  in  Latin  America  was  hurt  by 
her  inability  to  deliver  goods  sold  under  contract  in  the  spring  of  1940 
for  fall  delivery,  but  she  kept  much  of  her  key  position  in  Latin  Ameri- 
can trade  as  long  as  American  firms  continued  to  rely  largely  upon 
German  agents  who  used  their  dollar  royalties  to  spread  anti- American 
propaganda.12  In  July  1941  the  United  States  blacklisted  numerous 
companies  and  individuals  in  Latin  America  who  were  acting  for  the 
benefit  of  Axis  nations.  According  to  newspaper  reports,  the  black- 
lists in  certain  cases  apparently  missed  the  point,  as  the  Axis  agents 

11  See  the  survey  of  raw  material  resources  of  the  Americas  in  Strategy  of  the  Americas,  by 
Fleming  MacLeish  and  Cushman  Reynolds  (New  York,  1941).  See  also  "War  and  our  Latin 
American  Trade  Policy,"  Plan  Age,  September,  1939;  J.  A.  de  Haas,  "Buying  Latin  American 
Loyalty,"  Industry  Goes  to  War,  ed.  C.  E.  Fraser  and  S.  F.  Teele  (New  York,  1941). 

12  Nelson  A.  Rockefeller  gave  details  of  this  situation  in  his  report  for  January,  1941.  In  a 
statement  made  on  May  19,  1941,  Mr.  Rockefeller  asserted  that  many  of  these  agents  had  jn 
the  meantime  been  dismissed, 
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had  stocked  up  in  peacetime  huge  quantities  of  various  essential 
products,  and  took  advantage  of  the  increasing  difficulty  experienced 
by  their  competitors  in  obtaining  corresponding  supplies  from  the 
United  States. 

In  the  course  of  the  war,  the  attempt  was  made  to  utilize  Argentine 
assets  in  Britain,  which  were  blocked  because  of  British  export  diffi- 
culties, to  finance  purchases  by  Argentina  in  this  country  and  thus  re- 
lieve Argentina's  foreign  exchange  problems.  The  London  Economist 
of  July  13,  1940,  stated  the  basic  problem  of  United  States  policy  in 
Latin  America  as  follows:  "The  initial  cost  of  financing  Latin  Ameri- 
ca's unsold  surpluses  might  be  as  much  as  ^100  millions  per  annum; 
but  the  defeat  of  the  Nazis'  plans  and  strategems  in  the  republics  would 
seem  to  be  well  worth  the  temporary  outlay  that  the  United  States 
might  have  to  make." 

We  cannot  go  into  the  general  problems  of  the  economic  policy  of 
the  United  States  toward  Latin  America,  but  such  measures  as  the 
quota  agreement  on  coffee  between  the  United  States  and  fourteen 
other  republics  in  November  1940,  and  the  granting  of  extensive  loans 
to  these  countries  since  1940,  were  clearly  significant.  Argentina  re- 
ceived loans  from  the  United  States  Treasury  and  the  Export-Import 
Bank  to  relieve  her  difficult  foreign  exchange  situation  brought  about 
by  unsalable  surpluses  of  beef,  corn,  and  wheat;  Brazil  was  granted 
substantial  sums  both  for  similar  purposes  and  for  expanding  her  steel 
plants;  Cuba  received  a  loan  for  sugar  stabilization,  and  smaller  sums 
went  to  Chile,  Peru,  and  Nicaragua.  The  Export-Import  Bank  later 
also  financed  Latin  American  purchases  in  the  United  States,  thus 
rendering  the  usual  prepayment  of  orders  unnecessary. 

The  Pan-American  conference  in  Rio  de  Janeiro  in  January  1942 
brought  a  gigantic,  if  tentative,  and  not  very  clearly  defined,  program 
of  hemispheric  war  production.  This  plan  envisaged  a  wide  removal 
of  trade  barriers,  the  creation  of  an  international  exchange  currency, 
the  co-ordination  of  economic  information,  labor  supply,  and  war- 
essential  transportation,  and  further  financial  aid  from  the  United 
States  to  the  other  American  nations  including  a  guarantee  of  a  mar- 
ket for  their  basic  exports. 
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From  "Aid  to  Britain"  to  the  Lease-Lend  Principle 

As  for  Great  Britain,  more  and  more  Americans  had  come  to  realize 
since  the  crisis  of  1940  that  Britain's  survival  was  as  much  in  the  Ameri- 
can as  in  the  British  interest.  Long  before  the  official  declaration  of  war, 
this  country's  vital  interest  clearly  demanded  that  she  reorganize  her 
economic  resources  with  a  view  to  giving  the  greatest  possible  assistance 
to  Britain's  war  effort,  even  at  the  risk  of  necessitating  substantial 
changes  in  her  own  economic  structure. 

In  addition  to  arms  of  various  kinds,  Britain  received,  after  the  fall 
of  1940,  American  steel,  including  scrap,  on  a  very  considerable  scale, 
as  well  as  large  quantities  of  machine-tools,  chemicals,  clothing,  medi- 
cal supplies,  and  other  war  essentials.  In  the  first  year  of  the  European 
war,  United  States  shipments  to  Britain  amounted  to  $780,000,000,  57 
per  cent  more  than  in  the  previous  year,  the  main  items  being  aircraft 
and  parts,  explosives,  firearms,  metals  and  metal-working  machinery, 
chemicals,  and  petroleum  products.  Of  the  total  American  exports  dur- 
ing that  period,  36  per  cent  went  to  the  British  Isles  and  44  per  cent  to 
the  British  Empire  as  a  whole.  This  latter  figure  included  the  bulk  of 
American  exports  of  airplanes,  firearms,  and  explosives.  Impressive  as 
these  figures  sounded,  they  presented  only  a  small  fragment  of  the  pro- 
ductive capacity  of  the  United  States. 

In  October  1940,  an  agreement  between  the  two  countries  stipulated 
that  250,000,000  pounds  of  wool,  bought  by  Great  Britain  from  Aus- 
tralia, were  to  be  stored  in  the  United  States,  and  were  to  be  available 
for  purchase  by  this  country  in  case  of  an  emergency.  At  the  same  time, 
the  Priorities  Board  was  advised  to  give  British  orders  the  widest  pos- 
sible consideration.  Shortly  after  his  re-election,  President  Roosevelt 
stated  that  50  per  cent  of  all  aircraft  deliveries  would  go  to  Britain,  and 
during  the  following  period  this  percentage  was  even  exceeded.  British 
and  American  fighting  planes  were  partly  standardized  in  accordance 
with  the  lessons  of  the  Battle  of  England.  This  was  at  the  same  time 
a  logical  consequence  of  the  initial  British  contribution  toward  financ- 
ing the  expansion  of  American  aircraft  plants. 

Standardization  was  also  a  feature  of  the  British  orders  for  merchant 
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ships,  especially  for  a  large  number  of  freighters  of  10,000  tons  each  to 
be  constructed  by  assembly-line  methods  in  the  interior  of  the  United 
States.  An  expansion  of  the  shipbuilding  facilities  of  this  country,  to 
which  the  British  Government  initially  contributed  investment  funds, 
was  clearly  in  the  interest  of  American  defense  as  well.  A  similar  drive 
for  standardizing  the  production  of  other  war  equipment  for  both 
Britain  and  the  United  States  was  started  somewhat  later. 

Toward  the  end  of  1940  it  became  clear  that  Britain's  financial  re- 
sources (in  particular  her  foreign  exchange  reserves)  were  approaching 
exhaustion  at  a  much  quicker  pace  than  had  originally  been  expected. 
Public  opinion  in  the  United  States  backed  the  policy  of  taking  over 
the  financial  burden  of  British  war  orders  even  before  the  last  British 
dollar  asset  was  gone.  In  particular,  nobody  considered  it  desirable  to 
precipitate  the  sale  of  British  holdings  of  American  securities,  and  thus 
possibly  to  disrupt  the  stock  market,  but  huge  transactions  took  place 
gradually.  Both  the  Treasury  and  Federal  Loan  Administration  co- 
operated with  representatives  of  investment  trusts  to  secure  the  utili- 
zation of  the  British  holdings  in  a  manner  convenient  for  both  coun- 
tries. British  sales  of  American  securities  in  1939,  1940,  and  the  first  half 
of  1941  amounted  to  $523,118,000. 

In  January  194 1  the  Federal  Reserve  Board  estimated  the  gold  and 
dollar  resources  of  the  British  Empire  before  the  war  at  $7,115,000,000. 
Almost  simultaneously,  Secretary  Morgenthau  stated  that  practically 
the  whole  of  the  $2,000,000,000  British  Stabilization  Fund  had  been 
used  to  pay  for  British  munitions  orders  in  the  United  States.  He  also 
indicated  to  the  House  Foreign  Affairs  Committee  that  the  available 
dollar  exchange  of  Britain  on  January  1,  194 1,  amounted  to  no  more 
than  $1,775,000,000,  of  which  only  $875,000,000  were  liquid  assets. 

In  face  of  this  situation  the  Lease-Lend  Bill  met  with  little  resist- 
ance. The  essential  portion  of  the  bill  authorized  the  President  to  or- 
der arsenals,  factories,  and  shipyards  to  manufacture  "any  defense 
article  for  the  government  of  any  country  whose  defense  the  President 
deems  vital  to  the  defense  of  the  United  States,"  and  "to  release  for 
export  any  defense  article  to  any  such  government."  A  special  defense 
fund  amounting  initially  to  $7,000,000,000  was  established  in  March 
1941  to  finance  the  supply  of  aircraft,  ordnance,  foodstuffs,  ships,  etc. 
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under  the  Lease-Lend  Bill.  In  the  summer  of  1941,  the  Reconstruction 
Finance  Corporation  granted  the  British  Government  a  transition  loan 
of  $425,000,000  against  the  security  of  the  remaining  British  investments 
in  this  country. 

At  the  same  time,  the  Export  Control  Administration  issued  a 
blanket  license  for  the  export  of  some  130  war  essentials  to  Great  Brit- 
ain so  as  to  avoid  any  delay  due  to  red  tape.  W.  A.  Harriman,  a  New 
York  banker,  was  appointed  to  serve  in  London  as  "expediter"  of 
American  deliveries.  The  priorities  administration  issued  orders  giving 
British  requirements  of  such  goods  as  machine  tools  and  aluminum 
equal  standing  with  those  of  the  United  States  Army  and  Navy. 

The  problems  of  wartime  trade  relations  were  the  source  of  prolonged 
discussions  in  both  countries,  which  were  sometimes  nourished  by  skill- 
ful Axis  propaganda.  In  England,  Churchill  had  to  soothe  the  fears  of 
British  exporters  that  they  would  irretrievably  lose  important  markets 
abroad  to  American  competitors.  These  anxieties  were  chiefly  due  to 
the  decision  of  the  British  Government  in  the  fall  of  1941  to  confine 
exports  during  wartime  to  the  level  required  to  procure  the  means  of 
paying  for  war-essential  imports  from  countries  other  than  the  United 
States.  The  Prime  Minister  assured  the  producers  that  "the  reduction 
of  exports  is  due  to  our  increasing  preoccupation  with  warlike  meas- 
ures" rather  than  to  "deference"  toward  the  United  States. 

Simultaneously,  a  number  of  American  editorial  writers  and  busi- 
nessmen charged  that  the  British  were  misusing — in  particular  that 
they  were  re-exporting — lease-lend  goods  received  from  the  United 
States,  an  accusation  which  the  British  strongly  denied.  Fears  that  the 
freight-handling  and  warehouse  business  in  the  export  field  might  be 
permanently  lost  were  also  expressed  repeatedly.  During  the  second 
year  of  the  war,  United  States  exports  to  the  British  Empire  were  50 
per  cent  larger  than  during  the  preceding  year,  and  imports  from  the 
British  Empire  were  29  per  cent  larger,  although  lease-lend  shipments 
on  an  appreciable  scale  did  not  get  under  way  until  the  end  of  No- 
vember 194 1.  By  that  time,  out  of  $  13,000,000,000  appropriated  for  this 
purpose  only  a  total  of  $1,200,000,000  had  been  spent,  and  only  $600,- 
000,000  worth  was  actually  exported,  including  both  what  went  to 
British  countries  and  the  smaller  amounts  which  went  to  China,  Rus- 
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sia,  and  a  few  other  nations.  The  total  expenditures  included  outlays 
made  for  the  construction  of  British  bases  in  Asia  and  Africa,  ship  trans- 
fers, the  supply  of  trucks  for  China's  Burma  Road,  fish  exports  from 
Iceland  to  Britain,  and  many  other  items  clearly  unsuited  for  re- 
exportation. A  Report  to  the  Nation  issued  early  in  1942  by  the  Office 
of  Facts  and  Figures  in  Washington  stated,  "No  touch  of  altruism  lies 
in  the  lease-lend  program.  We  have  been  sending  supplies  to  the  nations 
which  have  fought  a  delaying  action  while  we  were  getting  prepared." 

Eventually,  a  well-considered  control  system  was  worked  out.  It  in- 
volved prior  approval  by  American  lease-lend  authorities  of  any  British 
export  to  this  country  of  goods  in  which  materials  of  a  type  provided 
under  the  lease-lend  program  had  been  used.  In  January  1942  three 
American-British  war  boards  (a  Munition  Assignment  Board,  a  Com- 
bined Shipping  Adjustment  Board,  and  a  Combined  War  Materials 
Board)  were  established,  their  purpose  being  to  "advise  on  all  assign- 
ments both  in  quantity  and  priority,  whether  to  Great  Britain  and  the 
United  States  or  other  of  the  United  Nations  in  accordance  with  strate- 
gic needs."  Simultaneously,  the  lease-lend  administration  changed  its 
financial  policy  in  such  a  way  as  to  reserve  direct  lease-lend  appropria- 
tions for  food,  raw  materials,  and  other  non-military  items,  while  ear- 
marking in  the  appropriations  made  for  the  Army,  Navy,  and  Maritime 
Commission  certain  sums  for  lease-lend  deliveries  of  airplanes,  ships, 
etc.  By  the  beginning  of  March  1942,  the  direct  appropriations  had 
reached  a  total  of  $18,410,000,000,  compared  with  authorizations  for 
transfer  of  sums  totalling  $29,000,650,000  from  funds  appropriated  for 
the  Army,  Navy,  and  Maritime  Commission. 

With  the  British  shipping  problem  becoming  acute,  such  measures 
as  the  transfer  of  ships  to  Britain,  the  seizure  of  ships  from  Axis  and 
Axis-controlled  countries  in  United  States  ports,  and  a  priority  system 
for  cargoes,  were  put  into  effect  by  the  Federal  authorities  from  the 
spring  of  1941  onwards.  The  British  Government  appointed  Professor 
Noel  Hall,  a  director  in  the  Ministry  of  Economic  Warfare,  as  Min- 
ister in  the  British  Embassy  in  Washington.  At  the  same  time,  a  de- 
tailed agreement  on  the  new  American  naval  and  air  bases  in  Bermuda, 
Newfoundland,  and  in  the  West  Indies  was  signed. 

Other  policies  aimed  at  the  greater  utilization  for  the  benefit  of 
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Britain  of  idle  resources,  such  as  stocks  of  cotton  and  other  surplus  com- 
modities, and  at  the  co-ordination  of  purchases  in  Latin  America  and 
the  elimination  of  competitive  bidding  by  the  United  States  and  British 
countries  in  all  parts  of  the  world. 

At  the  same  time,  the  illusion  that  a  rich  nation  could  "buy"  every- 
thing under  the  sun  gradually  vanished.  It  was  increasingly  realized 
that  purely  economic  pressure  upon  unstable  neutrals  was  likely  to  be 
useless,  and  often  dangerous,  if  not  exploited  in  a  sensible  manner 
politically.  Economic  influence  appeared  now  as  an  essential  and  neces- 
sary accompaniment  to  political,  and  sometimes  military  action,  rather 
than  as  a  policy  capable  of  entirely  replacing  these  methods  of  defense. 
On  the  other  hand,  power  and  preparedness  had  increasingly  displaced 
profit  and  comparative  advantage  as  the  basis  of  international  economic 
relations,  and  seen  from  the  standpoint  of  the  assumptions  of  tradi- 
tional economic  doctrine,  the  lease-lend  system  had  brought  almost 
revolutionary  innovations  in  the  underlying  principles  of  trade  between 
nations. 


CHAPTER  IX 

WHAT   AFTER   MILITARY   ECONOMY? 

MILITARY  economy  will  leave  in  all  countries  a  heritage  of 
wide  structural  changes  in  all  spheres  of  economic  life — 
business  management  and  labor  relations,  industry  and  agri- 
culture, investment  and  consumption,  domestic  markets  and  foreign 
trade. 

Never  in  history  has  there  been  a  simple  return  to  the  conditions  of 
the  past,  least  of  all  in  the  economic  sphere.  Any  sensible  discussion  of 
post-war  problems  has  to  start  from  what  may  be  presumed  will  be  the 
state  of  affairs  after  a  prolonged  period  of  military  economy,  and  to  at- 
tempt an  unbiased  consideration  of  such  innovations  as  may  be  con- 
sidered socially  desirable.  There  is  no  reason  why  this  should  be  more 
Utopian  than  would  be  an  attempted  restoration  of  the  past  "normalcy," 
a  concept  which  has  meanwhile  turned  out  to  have  been  a  delusive 
mirage  in  a  constantly  changing  society. 

In  the  course  of  the  Second  World  War,  occupation  with  post-war 
problems  has  been  criticized  on  the  grounds  that  it  diverts  intellectual 
energies  from  the  war  effort.  Granted  that  an  Allied  victory  is  a  pre- 
liminary condition  of  any  positive  post-war  program,  such  criticism 
nevertheless  misses  the  point.  First,  the  extent  and  intensity  of  the  ef- 
fort of  both  the  armed  forces  and  the  home  front  are  bound  to  depend 
largely  on  a  clear-cut  knowledge  of  what  they  are  fighting  for,  and  on 
whether,  after  the  First  and  Second  World  Wars,  they  have  to  expect 
a  possible  third  and  fourth  at  moderately  short  intervals,  or  instead  a 
more  stable  and  reliable  organization  of  peace.  Secondly,  the  amount  of 
support  or  toleration  of  the  Axis  regimes  by  the  populations  in  the  en- 
emy countries,  as  well  as  in  the  occupied  areas  and  the  remaining  neu- 
tral nations,  is  clearly  influenced  by  their  opinion  about  the  aftermath 
of  a  possible  Allied  victory.  Finally,  the  war  effort  in  countries  like 
England  has  to  some  extent  been  hampered  by  the  reluctance  of  cer- 
tain social  and  political  groups  to  back  such  wartime  policies  as  ap- 
peared permanently  to  preclude  a  return  to  pre-war  conditions. 

Moreover,  the  idea  that  war  necessarily  means  a  cessation  of  social 
progress,  while  the  armistice  would  automatically  mark  the  beginning 
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of  a  new  social  era,  has  been  increasingly  discounted.  The  Nazis  have 
started  to  transform  occupied  Europe  in  accordance  with  their  own 
philosophy  without  waiting  for  the  end  of  hostilities,  and  observers  in 
the  Western  countries  have  begun  to  wonder  whether  the  distinct  bor- 
derline between  war  and  peace  has  not  disappeared  to  the  same  extent 
as  had  the  borderline  between  peace  and  war. 

The  following  discussion  of  post-war  problems  will  be  based  on  the 
assumption  of  an  Allied  victory.  A  defeat  of  the  democracies  would 
leave  the  United  Nations  individually  and  collectively  little  choice  but 
to  suffer  passively  whatever  the  totalitarian  conquerors  might  have  in 
store  for  them,1  for  the  latter  have  never  accepted  any  suggestions  from 
conquered  nations. 

Among  the  prospective  problems  of  the  post-war  period,  it  is  advis- 
able to  distinguish  between  those  of  demobilization,  in  the  sense  of  a 
comparatively  brief  period  of  transition,  and  those  of  reconstruction 
which  implies  long-range  readjustment.  It  is  likewise  desirable  to  keep 
apart,  for  purposes  of  analysis,  the  problems  of  internal  or  domestic 
economics  in  the  various  countries  and  regions  (especially  the  highly 
industrialized  areas),  and  the  problems  connected  with  the  rearrange- 
ment of  the  international  economic  set-up.  In  the  last  resort,  of  course, 
all  of  these  issues  are  interconnected  in  one  way  or  another. 

Analysis  or  Program? 

To  deal  with  future  events  or  developments  is  a  thankless  undertak- 
ing. If  we  try  to  foretell  what  "necessarily"  must  happen,  the  forecast 
may  prove  wrong  before  the  ink  on  the  paper  is  dry,  for  our  insight  into 
social  and  psychological  factors  is  not  as  yet  penetrating  enough  to  per- 
mit reliable  detailed  prognoses  of  future  trends.  If,  on  the  other  hand, 
we  prefer  not  to  foretell  events  but  to  set  up  a  program  instead,  we  may 
get  embroiled  in  the  conflict  of  opinions,  ideologies,  interests,  and  pol- 
icies. 

Hence  the  social  scientist  has  often  to  confine  himself  to  clarifying 
those  tendencies  which  are  evident  or  which  prevail  at  the  time  when 

1  A  discussion  of  the  possible  economic  consequences  of  an  Axis  victory,  as  well  as  an  Axis 
defeat,  is  offered  by  Lewis  L.  Lorwin  in  his  book,  The  Economic  Consequences  of  the  Second 
World  War  (New  York,  1941). 
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he  writes,  without  claiming  absolute  validity  for  his  picture  of  coming 
developments.  In  certain  cases,  however,  he  may  choose  to  work  out 
a  program,  since  knowledge  for  its  own  sake  can  never  be  a  final  pur- 
pose, and  the  borderline  between  objective  science  and  wishful  pro- 
grams is  today  considered  less  definite  than  previously. 

In  the  case  of  military  economy  the  task  is  particularly  difficult,  for 
it  is  only  in  recent  years  that  its  traits  have  become  visible,  and  they 
have  been  subject  to  rapid  changes.  Moreover,  the  utilization  of  the  so- 
cial machinery  for  large-scale  destruction  speeded  up  the  process  of 
change  and  exposed  the  human  and  material  resources  of  certain  na- 
tions to  physical  extirpation. 

We  cannot  here  go  into  the  deeper  sociological  causes  of  why  so- 
ciety, after  reaching  a  peak  in  technological  development,  proceeded 
to  employ  all  its  superior  resources  for  mutual  destruction.  The  fact  is 
that  all  the  wars  in  the  last  hundred  years  have  been  won  by  the  powers 
which  were  superior  in  economic  equipment  and  efficiency,  although 
of  course,  additional  factors  of  a  political  and  military  nature  also  had 
an  important  share  in  the  result.  This  applied  to  the  Prussian  wars  in 
the  'sixties  and  'seventies,  to  the  American  Civil  War,  the  Spanish- Amer- 
ican War,  the  Boer  War,  the  Russo-Japanese  War,  the  Balkan  wars,  and 
practically  all  the  others.  In  the  First  World  War,  Germany  defeated 
backward  Russian  Tsarism  and  then  was  herself  defeated  by  the  eco- 
nomically superior  combination  of  Britain,  France,  and  America.  The 
experiences  during  the  period  between  the  two  world  wars  have  been 
analogous. 

Much  historical  mysticism  has  gained  a  firm  hold  in  the  guise  of 
"scientific"  analogies,  predictions,  and  interpretation.  Anybody  who 
was  eager  to  utilize  this  method  might  suppose  that  historical  neces- 
sity had  chosen  the  strange  detour  of  military  economy  to  convince 
mankind  of  the  general  possibility  of  social  control  over  economic 
life.  However,  a  belief  in  "necessities"  of  this  kind,  which  does  not 
differ  psychologically  from  faith  in  an  inscrutable  Providence,  cannot 
claim  to  be  scientific. 

Be  that  as  it  may,  one  remarkable  experience  in  our  remarkable 
period  has  been  the  rapid  dwindling  of  opposition  to  intervention  in 
economic  life,  whenever  it  was  done  for  purposes  of  preparedness. 
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Many  uncompromising  supporters  of  laissez  faire  in  peacetime  recog- 
nized centralized  government  planning  as  a  matter  of  course  in  the 
event  of  war,  or  even  during  prolonged  periods  of  international  tension. 
On  the  other  hand,  many  advocates  of  economic  planning  considered 
the  progress  toward  centralization  for  war  purposes  with  serious  mis- 
givings, as  it  was  liable  largely  to  discredit  the  ideas  of  a  controlled 
economy  in  general. 

During  the  period  immediately  preceding  military  economy,  wide 
sections  of  business  in  the  Western  countries  feared  or  detested  state 
intervention  as  a  matter  of  principle,  even  when  they  profited  from  it 
individually.  Often  they  disliked  the  economic  successes  of  govern- 
ments even  more  than  the  failures.  Yet  some  among  them  were  always 
prepared  to  make  one  important  exception:  state  intervention  for 
preparedness  or  war  purposes.  National  defense  appeared  to  them  to 
be  an  issue  justifying  what  would  otherwise  have  been  unpardonable. 
Moreover,  armaments  in  the  broad  sense  comprised  a  field  where  state 
activity  was  not  likely  directly  to  compete  with  private  business. 

Even  more  marked  has  been  the  positive  attitude  of  the  mass  of  the 
population,  especially  the  middle  classes,  toward  state  planning  for  war 
as  compared  with  their  distrust  of  intervention  for  peacetime  purposes. 
However,  the  argument  that  war  alone  justified  a  resort  to  "uneco- 
nomic" methods  lost  some  of  its  influence  when  it  was  discovered  what 
an  amazingly  large  part  "uneconomic"  motives  played  even  in  what 
used  to  be  considered  a  normal  economy. 

Bac\  to  "Overproduction"? 

Public  discussions  had  for  years  dealt  with  the  question  of  whether 
the  output  of  arms  could  in  the  last  analysis  enrich  the  national  re- 
sources, and  whether  it  would  be  possible  to  replace  it  by  peacetime 
production  while  maintaining  other  features  of  the  wartime  set-up. 
The  Economic  Committee  of  the  League  of  Nations,  for  instance,  in 
its  report  of  June  1939,  predicted  the  possible  final  consequences  in  the 
following  terms:  "At  some  time  in  the  future  it  will  be  necessary  to  slow 
down  rearmament  activity,  and  the  problem  will  be  to  effect  this  with- 
out seriously  impairing  economic  activity  as  a  whole.  .  .  .  When  so 
large  a  proportion  of  the  national  income  in  so  many  States  is  being 
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withdrawn  from  the  normal  occupations  of  a  peaceful  world  it  is 
unnecessary  to  enter  any  elaborate  economic  arguments  for  the  purpose 
of  showing  that  a  difficult  period  of  transition  lies  ahead  some  time  in 
the  future." 

Somewhat  earlier,  John  G.  Winant,  then  the  Director  of  the  Inter- 
national Labor  Office,  had  written  in  his  annual  report  for  1939:  "A 
point  may  come  when  defense  expenditure  will  cause  actual  starvation 
in  the  lower  income  groups.  .  .  .  Some  means  of  absorbing  the  workers 
thrown  out  of  employment  by  the  slowing  down  of  armament  pro- 
duction— or,  in  other  words,  of  facilitating  the  change-over  of  in- 
dustry from  armaments  to  normal  peacetime  production — will  have 
to  be  devised." 

Some  writers  were  influenced  by  the  employment  theories  of  J.  M. 
Keynes,  who  denied  that  economic  balance,  under  "normal"  conditions, 
necessarily  meant  full  employment.  In  a  characteristic  letter  to  the 
New  Yor\  Times  in  August  1939,  a  reader  expressed  the  view  that  "a 
sufficient  part  of  the  national  production  facilities  must  be  used  for 
production  of  goods  which  are  not  to  be  consumed  by  the  population. 
Production  of  war  material,  as  it  is  not  for  consumption  but  for  de- 
struction, is  an  excellent  means  of  achieving  that  end,  while  public 
works  are  not  so  active."  Keynes  himself  had  playfully  suggested 
building  pyramids,  instead  of  tanks,  or  having  the  Treasury  hide  bank- 
notes at  the  bottom  of  disused  coal  mines  and  letting  unemployed  peo- 
ple search  for  them.2 

It  still  remained  uncertain,  however,  whether  or  not  military  econ- 
omy would  result  in  a  general  feeling  that  economic  state  guidance 
might  conceivably  be  more  efficient  than  laissez  faire,  at  least  in  critical 
periods.  Under  war  economy,  "planning"  has  appeared  to  the  man  in 
the  street  chiefly  in  the  shape  of  governmental  reduction  of  the  standard 
of  living  in  the  interest  of  prosecuting  the  war. 

However,  it  has  recently  been  widely  recognized  that  military  econ- 
omy must  be  succeeded  by  further  public  orders  on  a  considerable  scale 
if  the  danger  of  mass  unemployment  is  to  be  avoided.  Comparisons 
with  the  transition  period  in  19 19  prove  little,  for  the  volume  of  arma- 
ment production  during  the  Second  World  War  has  been  much  greater 

2  The  General  Theory  of  Employment,  Interest  and  Money  (London,  1936)  pp.  129  ff. 
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than  it  was  in  that  period.  Moreover,  many  of  those  who  believe  that 
full  employment  can  be  reached  through  private  initiative  alone  still 
hesitate  to  expose  society  to  the  tremendous  risk  connected  with  a 
virtual  do-nothing  policy  at  a  crucial  moment,  which  may  or  may  not 
be  successful.  Few  people  recommend  that  at  such  a  moment  the  econ- 
omy should  be  left  exclusively  to  private  initiative,  for  even  if  such  a 
policy  worked  in  the  long  run,  the  period  of  transition  might  produce 
disastrous  economic  and  social  anarchy. 

State-guided  industrialization  will  have  produced  a  large  number 
of  factories  built  for  other  purposes  than  profit,  such  as  supplying  the 
armed  forces.  Some  of  these  plants  will  be  useless  for  peacetime  pro- 
duction, but  many  others  may  be  technically  utilizable  with  various 
amounts  of  adjustment.  Some  of  them  may  not  justify,  from  a  business 
point  of  view,  such  additional  investment  as  their  conversion  would 
necessarily  entail. 

Control  over  industry  will  have  been  exercised  by  a  new  govern- 
mental management  which  will  have  taken  over  many  of  the  func- 
tions of  the  old  entrepreneur  class.  Moreover,  after  a  prolonged  period 
of  military  economy,  the  lines  of  division  between  some  of  the  old 
classes  have  become  vague,  as  has  been  demonstrated  by  the  striking 
loosening-up  due  to  modern  war  of  the  seemingly  inflexible  social 
structure  of  Great  Britain. 

On  the  other  hand,  the  social  structure  of  military  leadership  has 
also  undergone  considerable  changes.  Gone  are  the  times  when  the  sons 
of  feudal  landowners  commandeered  armies  of  serfs  or  peasants.  If 
the  skilled  industrial  worker  is  now  the  most  suitable  soldier,  then  the 
profession  of  the  average  military  officer  has  become  more  and  more 
akin  to  that  of  chief  engineer.  In  the  course  of  a  prolonged  total  war 
this  tends  to  lead  to  the  temporary  establishment  of  a  wide  social  in- 
fluence by  a  new  class  of  economic  and  technical  experts  of  destruction. 
Few  of  them  are  likely  to  fit  into  the  new  peace  economy  without 
thorough  professional  and  psychological  readjustment. 

Changes  in  the  concept  of  ownership  3  have  become  increasingly  sig- 
nificant. Even  where  actual  nationalization  has  been  avoided,  "prop- 
erty" under  a  developed  military  economy  has  ceded  its  right  both  to 

3  See  Chapters  IV  and  VI. 
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unlimited  profit  and  to  uncontrolled  investment.  If,  after  the  war,  a 
system  of  unrestricted  private  ownership  in  the  Nineteenth  Century 
meaning  is  to  be  established,  then  this  will  in  fact  amount  to  the  in- 
troduction of  a  new  social  system  rather  than  the  mere  rehabilitation 
of  an  old  one.  It  will  entail  a  transformation  of  the  conditions  pro- 
duced by  the  military  economy  which  will  be  no  less  far-reaching  than 
the  changes  associated  with  the  planful  shift  of  economic  policy  from 
war  to  peacetime  objectives. 

Some  writers  have  tried  to  draft  schemes  for  a  new  economic  order 
which  would  work  along  the  same  general  lines  as  a  military  econ- 
omy, but  would  be  directed  toward  peacetime  ends.  Mordecai  Ezekiel,4 
for  instance,  starts  specifically  from  the  success  achieved  in  putting  all 
the  men  and  machines  to  work  for  war  production,  and  suggests  a  plan 
"to  have  each  of  the  key  basic  industries  prepare  tentative  programs  for 
expanding  its  operations  and  payroll  in  the  year  ahead,  and  to  check  and 
revise  these  tentative  programs  against  each  other  to  be  sure  they  fit 
together  properly."  Private  ownership  and  management,  he  claims, 
would  be  maintained,  but  the  expansion  of  output  would  serve  con- 
sumption instead  of  armaments.  Mr.  Ezekiel  submitted  a  similar  set 
of  proposals  to  the  Temporary  National  Economic  Committee  in  Feb- 
ruary 1941. 

From  a  purely  economic  point  of  view,  if  there  is  such  a  thing,  there 
is  little  reason  to  doubt  that  a  system  of  this  kind  is  capable  of  func- 
tioning about  as  well  as  a  military  economy.  Although  we  cannot  say 
definitely  how  the  latter  would  work  over  an  extended  period,  the 
old  assumption  that  it  would  necessarily  collapse  for  purely  economic 
reasons  within  a  brief  space  of  time  would  seem  to  have  been  disproved 
by  events.  Military  economy  has  "worked,"  at  the  cost  of  a  steady  re- 
duction in  the  standard  of  living,  it  is  true,  but  this  is  exactly  the 
point  in  which  the  advocates  of  an  analogous  peacetime  system  expect 
to  see  a  change. 

What  would  such  a  peacetime  system  look  like?  It  might  retain 
private  initiative,  in  a  modified  form,  along  with  the  over-all  control 
of  the  national  economy,  and  might  disregard  some  of  the  traditional 

4  Jobs  for  All  (New  York,  1939). 
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requirements  of  orthodox  financing.  In  other  words,  it  might  at  times 
anticipate  an  increase  in  production  by  advance  expenditures.  The 
fundamental  difference,  compared  with  the  wartime  economy,  would 
be  that  production  would  now  be  directed  primarily  toward  either 
consumption  goods  or  those  production  goods  which  serve  indirectly 
to  increase  the  output  of  consumption  goods.  Moreover,  the  price, 
wage,  tax,  and  currency  policies  would  aim  at  increasing  real  incomes 
rather  than  at  reducing  them,  as  military  economy  has  done. 

The  basic  problem  of  such  a  system  seems  to  be  not  an  economic  but 
a  psychological  one.  Neither  business  circles  nor  the  mass  of  the  popu- 
lation have  so  far  favored  a  general  system  of  state-controlled  private 
ownership  in  peacetime,  although  they  willingly  accepted  temporary 
state  assistance  in  periods  of  depression.  Moreover,  no  peace  ideology 
has  yet  arisen  that  would  support  such  a  program  as  effectively  as  the 
idea  of  aggressive  expansion,  or  of  defense  against  it,  has  supported  a 
program  of  rearmament.  This  does  not  necessarily  mean  that  such  a 
frame  of  mind  might  not  arise  at  some  future  date  under  changed 
psychological  conditions,  and  especially  under  the  impact  of  wartime 
experiences. 

If  the  wheels  of  military  economy  are  simply  to  be  stopped,  and  if 
private  initiative  is  relied  upon  exclusively  to  reconstruct  the  economy, 
then  the  danger  of  an  immediate  transition  crisis,  and  perhaps  of  a 
prolonged  structural  depression  is  evident,  whatever  may  be  the  long- 
term  results  of  such  a  policy.  It  is  doubtful  whether  any  nation  can 
afford  to  expose  herself  to  the  danger  of  a  grave  post-war  slump, 
which  might  be  much  more  serious  than  the  structural  crisis  which  oc- 
curred in  large  sections  of  Europe  during  the  period  after  the  First 
World  War. 

The  term  "demobilization"  seems  to  have  a  primarily  negative  con- 
notation, and  to  imply  simply  the  abolition  of  extraordinary  war  meas- 
ures and  a  return  to  pre-war  conditions.  In  our  period,  however,  the 
transition  process  will  involve  reshaping  practically  all  economic  ac- 
tivities. If  demobilization  is  to  be  concerned  solely  with  the  military 
machine,  then  the  danger  of  structural  depression  and  mass  unemploy- 
ment will  be  serious. 
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The  Scope  of  Social  Changes 

It  is  difficult  to  see  how  the  vast  changes  brought  about  by  prolonged 
economic  rearmament  could  anywhere  simply  vanish  automatically  at 
the  end  of  the  war.  Another  "Great  Illusion"  will  have  shaken  both  the 
feeling  of  economic  security  and  the  frame  of  mind  favoring  long-term 
investment.  Competitive  capitalism  will  have  shifted  into  a  kind  of 
state-organized  war  capitalism,  or  into  a  system  guided  by  a  new  mili- 
tary and  economic  management  on  principles  alien  to  those  of  a  free 
market.  A  new  industrialization,  taking  place  largely  without  regard 
to  prospects  of  profit,  will  have  changed  the  structure  of  industry.  La- 
bor will  have  been  subjected  to  restrictive  regulations,  and  the  trade 
unions  will  have  become  largely  government  organs.  No  purely  nega- 
tive demobilization  in  the  traditional  sense  is  likely  to  be  able  to  cope 
with  developments  of  such  scope. 

International  law  in  its  traditional  meaning,  beginning  with  the  old 
concepts  of  "peace"  and  "war,"  practically  ceased  to  exist  in  the  'thirties, 
for  total  warfare  meant  essentially  the  employment  of  almost  any 
method,  the  only  criterion  being  success.  Education  and  cultural  life 
were  likewise  deeply  influenced,  when  the  achievement  of  the  great- 
est destructive  efficiency  of  society  became  the  guiding  purpose  of  the 
training  of  youth.  Civilian  service,  conscription,  and  in  certain  coun- 
tries the  collective  organization  of  leisure  combined  with  propaganda, 
left  little  room  for  a  genuinely  individual  way  of  life.  Air-raid  precau- 
tions occupied  much  of  what  was  left  of  leisure  time. 

Long  before  the  war,  almost  no  change  seemed  too  strange  if  war 
considerations  seemed  to  justify  it.  To  cite  but  one  example,  the  British 
Air  Raid  Precautions  Handbooks  recommended  a  "merging  system," 
which  meant  using  unnatural  lines  and  colors  in  order  to  present  to 
the  air  raider  a  landscape  entirely  different  from  reality.  Under  the 
Civil  Defense  Bill  the  British  Government  was  authorized  to  oblige  any 
person  to  put  this  system  into  force,  and  to  make  him  provide  up  to  50 
per  cent  of  the  cost.  The  New  Yor\  Times  printed  this  news  under  the 
succinct  title  "Back  to  Chameleons."  In  the  course  of  the  war,  the  actual 
camouflaging  of  vast  sections  of  the  British  landscape  far  exceeded 
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these  pre-war  schemes.  The  Nazis  were  likewise  reported  to  have  built 
whole  "dummy"  cities. 

The  decisive  economic  and  psychological  fact  is  that  war  in  our 
period  is  no  longer  remote  to  anyone,  not  even  to  "neutral"  popula- 
tions. Modern  siege  warfare  hits  not  towns,  nor  fortifications  alone, 
but  whole  nations.  The  ultimate  economic  consequences  of  war  (par- 
ticularly the  extent  of  the  casualties,  the  disorganization  of  civilian 
populations,  the  spread  of  disease  and  crime,  the  decline  of  the  total 
population,  etc.)  are  almost  beyond  measurement,  although  the  intel- 
lectual heritage  of  developed  nations  may  survive  practically  any 
amount  of  physical  destruction. 

After  a  period  of  military  economy,  society  is  bound  to  emerge  funda- 
mentally changed.  J.  B.  Priestley,  the  British  essayist,  in  one  of  his 
famous  broadcasts  "quoted  a  letter  from  a  young  airman  who  had 
acquired  among  his  comrades  a  new  attitude  to  life.  He  declared  that 
it  would  be  impossible  after  the  war  to  go  back  to  the  old  competitive 
existence.  The  idea  of  struggling  to  snatch  orders  and  work  from  men 
who  had  faced  death  at  his  side  had  become  unnatural  and  repug- 
nant." 5  It  is  uncertain  to  what  extent  this  attitude  is  general,  but  the 
underlying  psychic  factors  deserve  the  most  serious  attention.  Winston 
Churchill,  the  leader  of  the  Conservative  Party,  pledged  in  December 
1940  that  after  the  war  "advantages  and  privileges  which  have  been 
enjoyed  only  by  the  few  shall  be  far  more  widely  shared." 

Recent  developments  have  reminded  us  of  the  fact  that  the  concept 
of  economics  has  by  no  means  been  invariable  throughout  history.  In  a 
sense,  even  under  the  competitive  system,  what  seemed  to  be  economic 
initiatives  and  decisions  have  frequently  been  guided  in  large  part, 
though  usually  unconsciously,  by  other  than  purely  economic  or  busi- 
ness motives,  in  particular  by  resentments  of  various  kinds.  The  neces- 
sity, as  reflected  in  most  systems  of  economic  theory,  of  isolating  purely 
economic  aspects  from  others  that  are  effective  in  social  reality  shows 
this  clearly  enough. 

To  the  Nazis,  "guns  instead  of  butter"  was  a  perfectly  sound  "eco- 
nomic" principle.  The  guns  were  to  secure  colonies  and  spheres  of  in- 

5  New  Statesman  and  Nation,  October  26,  1940,  p.  407. 
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fluence  that  would  at  some  future  period  increase  the  standard  of  liv- 
ing at  home.  This  prospect,  however,  was  not  the  only  thing  behind 
that  principle.  The  moral  satisfaction  resulting  from  the  feeling  of  na- 
tional power  was  considered  a  kind  of  economic  value,  just  as  much  as, 
if  not  more  than,  the  physical  satisfaction  due  to  the  consumption  of 
butter.  We  may,  of  course,  be  vigorously  opposed  to  this  whole  con- 
cept, but  the  restriction  of  the  term  "economic"  to  a  narrow  meaning, 
according  to  which  it  refers  to  something  separate  and  distinct  from  the 
general  social  aspects  of  the  great  contemporary  problem,  is  to  be  dis- 
couraged. 

The  guiding  idea  of  the  policies  which  replace  military  economy 
need  not,  therefore,  necessarily  be  "economic"  in  the  traditional  mean- 
ing of  an  unfettered  price  mechanism,  and  a  free  capital  market,  mo- 
tivated by  a  desire  for  profit.  Some  of  the  features  of  traditional  eco- 
nomic thinking  will  certainly  survive,  but  others  may  well  be  regarded 
by  future  generations  as  basically  "uneconomic"  and  may  be  replaced 
by  entirely  new  "economic"  yardsticks.  Only  with  these  reservations 
in  mind  can  we  make  any  attempt  to  outline  certain  desirable  princi- 
ples and  possible  details  of  the  economic  policies  that  may  succeed 
military  economy.  The  guiding  principles  of  these  policies  should  be 
the  actual  needs  and  wishes  of  peaceful  populations  rather  than  ab- 
stract pseudo-economic  dogmas. 

The  Future  of  Wartime  Controls 

After  the  First  World  War  most  of  the  various  emergency  agencies 
in  the  United  States  disappeared  almost  overnight,  and  the  majority 
of  their  members  were  anxious  to  get  back  into  private  business  with- 
out much  delay.  In  Great  Britain  most  of  the  economic  war  agencies 
were  likewise  scrapped  soon  after  the  armistice,  although  govern- 
mental intervention  as  such  survived  during  the  'twenties  and  'thirties. 
In  France,  the  reconstruction  of  devastated  areas  in  the  North  remained 
an  object  of  governmental  activity  for  years.  In  Central  and  Eastern 
Europe,  the  end  of  the  war  brought  far-reaching  territorial  and  po- 
litical changes,  as  well  as  inflation  and  economic  nationalism,  and  in 
some  of  these  countries  the  post-war  slump  was  followed  almost  with- 
out intermission  by  the  depression  of  1929  and  after. 
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Few  of  these  experiences  are  likely  to  be  repeated  in  demobilizing 
the  economic  machinery  of  the  Second  World  War.  In  the  United 
States,  in  particular,  the  scope  of  economic  preparedness  this  time,  even 
before  the  actual  outbreak  of  hostilities,  had  in  many  respects  exceeded 
the  scope  of  the  actual  war  economy  in  1917-1918.  Many  problems, 
therefore,  will  this  time  be  different. 

Priorities,  it  is  true,  insofar  as  they  concern  outright  war  materials, 
may  be  abolished  as  soon  as  the  armistice,  if  any,  is  concluded.  But 
the  scarcity  of  a  great  many  products  is  likely  to  persist  until  the  in- 
ternational avenues  for  transportation  of  raw  materials  are  reopened 
and  reorganized,  and  until  the  emphasis  in  large-scale  industrial  pro- 
duction has  shifted  back  to  goods  for  civilian  consumption.  This  is  likely 
to  mean  a  period  of  many  months,  at  least.  The  guiding  principle  be- 
hind priorities  during  this  demobilization  period  is  likely  to  be  the 
social  urgency  of  the  various  civilian  needs,  and  failure  to  administer 
priorities  in  a  just  manner  may  cause  serious  social  disruption. 

Somewhat  similar  considerations  apply  to  price  control.  Its  aboli- 
tion immediately  following  the  armistice  might  cause  a  veritable  chaos. 
Moreover,  the  main  motives  for  price  control,  the  desire  to  protect  both 
the  consumer  and  the  Treasury,  and  to  avoid  certain  inflationary  effects, 
will  survive  for  a  while.  If  we  assume  that  heavy  state  expenditures 
will  have  to  continue  during  the  period  of  demobilization — a  problem 
which  will  be  discussed  in  a  moment — and  that  neither  an  adequate 
supply  of  consumers'  goods  nor  a  working  market  machinery  can  be 
restored  all  at  one  stroke  the  minute  the  armistice  is  declared,  we  have 
to  reckon  with  the  maintenance  of  price  control  during  this  period. 
Here  again,  however,  the  socially  desirable  distribution  of  financial 
burdens  may  come  to  the  fore  as  the  guiding  principle  of  price  control. 

In  the  field. of  foodstuffs  and  raw  materials,  some  of  us  are  inclined 
to  think  of  their  peacetime  problems  in  terms  of  "overproduction," 
however  wrongly  this  whole  concept  may  have  been  applied  in  the  past. 
The  period  of  demobilization,  however,  may  necessitate  huge  exports 
of  such  materials,  especially  food,  to  European  and  other  nations  just 
in  order  to  keep  them  alive.  These  exports  may  or  may  not  offer  definite 
profit  prospects,  and  governmental  purchase,  storage,  and  shipping  of 
such  materials,  whether  it  be  under  schemes  for  disposal  of  surplus 
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commodities  and  on  a  lease-lend  basis  or  whether  it  be  under  a  different 
set-up,  will  probably  be  indispensable  during  the  period  of  transition. 

As  for  export  and  import  controls,  those  connected  primarily  with 
economic  warfare,  such  as  embargoes  and  navicerts,  will  clearly  become 
unnecessary  when  the  war  is  over.  Whether  this  will  be  equivalent  to 
the  early  restoration  of  commercial  principles  and  the  free  exchange 
of  goods  in  international  trade,  is  another  question.  In  the  past  decade, 
economic  warfare  in  its  older  meaning  (i.e.,  protectionism  and  eco- 
nomic nationalism)  triumphed  over  the  idea  of  an  international  di- 
vision of  labor.  To  what  extent  export  controls  will  have  to  be  retained 
during  the  period  of  demobilization  will  depend  largely  on  whether 
important  materials  continue  to  be  scarce.  Import  restrictions  in  the 
old  protectionist  sense  may  be  dropped  with  the  abandonment  of  ob- 
solete concepts  of  national  sovereignty.  On  the  other  hand,  control  of 
foreign  trade  in  the  sense  of  governmental  organization  rather  than  re- 
striction, for  which  the  lease-lend  policies  provide  a  certain  precedent, 
may  well  survive  the  war  emergency.  This  is  especially  true  of  the  prob- 
lem of  United  States  trade  relations  with  Latin  America;  practically  all 
of  the  solutions  offered  from  the  cartel  plan  at  Havana  to  the  hemi- 
spheric trade  and  currency  schemes  at  Rio  de  Janeiro,  imply  such  gov- 
ernmental organization. 

The  labor  problems  in  the  period  of  demobilization  will  involve  both 
the  shifting  of  workers  from  war  to  peacetime  industries  and  the  place- 
ment of  discharged  soldiers.  Their  pressure  upon  the  labor  market  may 
result  in  a  wave  of  industrial  disputes  and  cause  heavy  economic  losses 
unless  the  wartime  mediation  machinery  is  retained  or  a  new  one  set 
up.  The  systematic  retraining  of  idle  manpower  for  the  new  peacetime 
industries  will  raise  problems  somewhat  comparable  to  those  of  the 
previous  retraining  for  purposes  of  rearmament. 

The  financial  situation  at  the  end  of  the  war  will  not  be  very  bright. 
The  United  States,  like  all  other  countries,  will  be  faced  with  an  un- 
precedentedly  high  public  debt  despite  record-breaking  taxation  and  an 
increased  volume  of  money  in  circulation.  A  policy  of  balancing  the 
budget  immediately  and  gradually  reducing  the  national  debt  will  un- 
doubtedly find  supporters,  but  it  is  another  question  whether  such  a 
policy  can  be  carried  out  during  the  demobilization  period.  The  finan- 
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rial  requirements  will  continue  to  be  enormous,  both  for  public  orders 
designed  to  prevent  a  sudden  rise  of  mass  unemployment  and  for 
rendering  aid  to  the  starving  nations  across  the  two  oceans.  Whether 
considerations  of  a  balanced  budget,  under  these  conditions,  will  be 
allowed  to  dominate  the  demobilization  economy,  is  open  to  question, 
especially  since  wartime  policies  have  taught  many  people  to  think 
primarily  in  terms  of  production  and  the  standard  of  living  rather 
than  budgets  and  debts. 

Similar  considerations  may  govern  public  investment  in  the  period 
of  demobilization.  We  have  already  pointed  out  that  emergency  or- 
ders and  public  works  are  likely  to  suggest  themselves  as  a  means  of 
avoiding  the  danger  of  mass  unemployment,  the  more  so  since  wartime 
experiences  have  shown  how  quickly  new  industrialization  can  be  ac- 
complished under  modern  conditions,  provided  it  is  appropriately  di- 
rected and  co-ordinated.  Earlier  investigation  had  already  cast  doubts 
on  the  adequacy  of  the  public's  consumption  of  goods,  both  necessaries 
and  luxuries,  even  in  the  supposedly  rich  countries.6  It  may  conceiv- 
ably be  found  desirable  both  to  convert  wherever  possible  the  existing 
war  plants  to  peacetime  purposes,  and  to  encourage  the  establishment 
of  new  industries,  although  most  of  such  a  program  will  belong  to  the 
sphere  of  long-range  reconstruction  rather  than  demobilization. 

Rationing  policies  have  inevitably  been  associated  with  a  certain  guid- 
ance of  consumer  habits,  for  which  such  agencies  as  the  Consumers' 
Union  had  set  peacetime  precedents  in  the  United  States.  The  potential 
methods  of  such  guidance  range  from  commercial  advertising  to  pa- 
triotic propaganda,  from  taxation  to  subsidies,  and  from  price  dis- 
crimination to  the  outright  allocation  of  the  commodities  themselves. 
While  there  is  no  compelling  reason  for  maintaining  such  policies  during 
the  demobilization  period,  and  although  the  general  tendency  may  be 
toward  the  widest  possible  freedom  of  choice,  certain  favorable  results 
of  consumers'  guidance  might  be  taken  into  account  in  shaping  the 
post-war  policy. 

In  short,  the  chances  are  that  no  early  and  complete  abolition  of  gov- 
ernment control  over  economic  affairs  during  demobilization  will  be 

6  See  A.  D.  H.  Kaplan,  "Expenditure  Patterns  of  Urban  Families,"  Journal  of  the  American 
Statistical  Association,  March,  1938. 
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considered  possible  or  advisable.  We  are  not  concerned  here  with  de- 
cisions about  the  general  set-up  and  direction  of  long-range  reconstruc- 
tion, which  may,  of  course,  conceivably  be  different.  Moreover,  gov- 
ernmental guidance  and  planning  during  demobilization  need  not,  and 
perhaps  cannot  be  carried  out  by  wartime  control  agencies.  In  fact, 
these  agencies  even  during  wartime  have  been  rapidly  changing  their 
set-up  and  personnel.  While  certain  divisions  of  the  War  Production 
Board,  for  instance,  might  be  taken  over,  some  of  the  other  wartime 
agencies  will  clearly  be  unnecessary  once  the  war  problems  are  replaced 
by  those  of  demobilization.  Obviously,  not  all  those  persons  who  were 
concerned  with  war  economy  will  be  suitable  for  directing  demobiliza- 
tion. While  the  general  principle  of  co-ordinated  governmental  guid- 
ance may  be  maintained,  the  work  of  economic  administration  may  be 
taken  over  either  by  one  of  the  existing  peacetime  agencies,  for  instance, 
a  remodeled  National  Resources  Planning  Board,  or  by  a  new  agency 
to  be  created  specially  for  this  purpose. 

Early  in  1941,  the  National  Defense  Advisory  Commission  had  begun 
a  study  of  the  plan  of  fitting  defense  orders  into  slack  seasons  with 
the  object  both  of  mitigating  business  fluctuations  and  of  fully  utilizing 
productive  facilities  for  defense.  However,  the  need  for  a  rapid  ex- 
pansion of  armaments  subsequently  brought  other  yardsticks  to  the 
fore.  Simultaneously,  President  Roosevelt  had  encouraged  plans  to 
cushion  the  future  period  of  transition  toward  a  new  peace  economy 
by  preparing  a  reservoir  of  planned  public  works  projects,  such  as  na- 
tional super-highways,  to  be  started  at  some  future  date  at  a  moment's 
notice.  In  March  1941  the  National  Resources  Planning  Board,  in  out- 
lining its  six-year  program,  said,  "In  giving  high  priorities  to  defense 
undertakings  we  must  not  lose  sight  of  those  governmental  activities 
that  are  vital  to  our  long-term  safety,  such  as  the  protection  of  our  soil, 
the  safeguarding  of  national  health,  the  protection  of  morale  and  the 
preparation  for  post-emergency  adjustments.  In  a  broader  sense,  these 
too  are  measures  of  national  defense." 

Under  its  recent  set-up,  the  National  Resources  Planning  Board  has 
been  a  planning  rather  than  an  executive  agency,  and  there  is  a  case  for 
preserving  the  separation  of  the  two  functions.  The  Board  has  been  re- 
quired by  statute  to  maintain  a  Six- Year  Program  of  Federal  Public 
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Works  which  is  revised  annually.7  It  has  largely  been  concerned  with 
problems  of  economic  demobilization,  and  has  emphasized  such  aspects 
as  planning  for  full  employment  under  socially  desirable  standards,  the 
decentralization  of  post-defense  economic  activities  under  a  system  of 
modified  free  enterprise,  a  rising  standard  of  living  as  a  basic  aim  of 
economic  policy,  etc.  It  has  laid  much  stress  on  state  and  local  as  well 
as  national  programs  along  these  lines,  but  has  more  recently  also  been 
anxious  to  extend  its  investigations  into  the  field  of  post-war  inter- 
national relations. 

Desirable  Principles  of  Post-War  Economics 

Whatever  the  organizational  set-up  of  demobilization  policies  may 
be,  some  of  the  following  general  principles  may  be  expected  to  find 
wide  recognition. 

The  greatest  possible  amount  of  individual  security,  linked  with  a 
gradual  rise  in  the  standard  of  living  over  a  long  future  period,  will 
everywhere  be  considered  desirable  after  a  period  in  which  policies 
directly  opposed  to  these  objectives  have  held  sway.  While  the  im- 
provement of  the  general  welfare  of  the  population  was  also  expected 
to  be  the  eventual  outcome  of  laissez  faire,  economic  security  has  been 
regarded  by  some  of  the  recent  supporters  of  laissez  faire,  not  to  speak 
of  its  opponents,  as  incompatible  with  their  conception  of  a  regime  of 
economic  liberty.  Some  of  them  even  went  so  far  as  to  consider  inse- 
curity, including  periodical  depressions  and  unemployment,  the  in- 
evitable price  of  liberty,  while  others  pointed  out  that  widespread 
insecurity  was  one  of  the  chief  reasons  for  the  recent  trend  toward  au- 
thoritarian regimes,  and  indirectly,  toward  war. 

If  the  prospect  of  a  durable  peace  in  the  future  can  be  based  on  firm 
ground,  it  will  be  an  additional  economic  factor  of  great  importance. 
The  direction  of  national  production  and  consumption,  the  restoration 
of  "confidence,"  the  trend  of  the  birthrate,  the  extent  of  commercial 
relations  with  other  nations,  etc.,  will  necessarily  depend  upon  this 
prospect.  Of  course,  no  individual  government  can  be  assured  of  an 

7  See  the  following  publications  of  the  National  Resources  Planning  Board :  Development  of 
Resources  and  Stabilization  of  Employment  in  the  United  States,  January,  1941;  After  Defense — 
What?,  August,  1 941;  After  the  War — Full  Employment  (by  Alvin  H.  Hansen),  January,  1942. 
The  Role  of  the  Housebuilding  Industry  (by  Miles  L.  Colean),  July,  1942. 
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enduring  peace  unless  there  is  some  kind  of  internationally  organized 
security.  Moreover,  the  factors  involved  are  beyond  the  scope  of  purely 
economic  policy.  However,  a  reasonable  expectation  of  a  lasting  peace 
will  be  an  indispensable  preliminary  condition  of  constructive  na- 
tional policies  in  general. 

Following  on  the  ordeal  of  military  economy,  and  in  many  countries 
the  additional  ordeal  of  totalitarianism,  a  majority  of  the  populations 
will  probably  reject  any  economic  and  social  system  that  is  not  based 
on  freedom  of  opinion.  Moreover,  there  are  strong  indications  that  only 
under  such  conditions  can  full  economic  peacetime  efficiency  be 
achieved,  especially  in  the  long  run.  On  the  other  hand,  freedom  and 
anarchy  have  never  been  identical,  least  of  all  in  the  economic  field. 
The  very  lack  of  strong  governmental  organization  bore  its  share  of  the 
responsibility  for  the  failure  of  various  European  democracies.  What- 
ever economic  system  follows  the  present  state  of  affairs,  it  will  have  to 
combine  freedom  of  opinion  with  adequate  executive  powers.  Such  a 
combination  in  general  is  an  indispensable  basis  for  an  efficiently  work- 
ing democracy  in  our  time. 

Under  military  economy,  governmental  interests  inevitably  exert 
an  overwhelming  influence.  Under  the  system  to  follow,  it  may  be 
desirable  to  secure  adequate  representation  for  the  various  economic 
groups,  consumers,  farmers,  business  interests,  trade  unions,  etc.,  even 
though  the  relative  role  of  these  groups  in  the  future  remains  to  be 
defined. 

Contemporary  events  have  shown  clearly  that  the  control  of  or- 
ganized society  over  economic  development  is  possible,  and  that  it  can 
be  achieved  comparatively  quickly.  Such  a  control  may  be  necessary  in 
the  post-war  period  to  avoid  new  depressions,  the  consequent  despair 
of  whole  nations,  and  the  rise  of  a  new  pseudo-religion  of  totalitarian 
violence  similar  to  what  happened  in  Europe  during  the  'thirties.  Al- 
though the  first  intellectual  reaction  to  the  ending  of  military  economy 
might  conceivably  be  a  desire  for  the  smallest  technically  feasible 
amount  of  social  control,  the  crucial  problems  of  transition  will  de- 
mand a  purposeful  direction  of  the  economic  development  in  the  very 
interest  of  the  maintenance  of  democracy. 

It  is  a  secondary  question  how  far  social  control  in  this  sense  will  be 
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identical  with  "economic  planning"  in  the  older  meaning.  One  thing 
is  certain:  this  social  control  should  have  nothing  to  do  with  the  re- 
strictive brand  of  planning.8  On  the  other  hand,  recent  experiences 
would  seem  to  show  that  government  intervention  has  an  inherent 
tendency  to  develop  into  a  system  of  comprehensive  economic  control, 
and  that  piecemeal  planning  has  so  far  seldom  been  effective  or  durable. 

The  general  features  of  peacetime  economic  planning  in  an  indus- 
trialized society,  as  conceived  by  supporters  of  various  shades  of  opin- 
ion, may  be  summarized  as  follows:9  (a)  The  invisible  hand  of  the 
market  mechanism  is  replaced  by  a  plan  which  anticipates  the  desired 
developments,  (b)  The  object  of  such  a  plan  is  to  co-ordinate  and  bal- 
ance the  various  determining  factors  of  the  economy,  (c)  The  plan  aims 
at  a  clearly  defined  social  goal,  the  basic  root  of  which  may  well  be 
"non-economic,"  such  as  the  humanitarian  desire  to  raise  the  standard 
of  living  of  the  poorer  classes,  (d)  An  agency  with  wide  executive 
powers,  which  may  well  originate  in  the  periodical  democratic  process 
of  selection  of  leaders,  is  charged  with  defining  the  plan  and  enforcing 
its  execution,  (e)  Planning  may  be  conceived  either  with  or  without 
the  traditional  economic  techniques  (such  as  prices,  taxation,  private 
ownership  of  capital  goods). 

It  is  clear  that  essential  elements  of  all  this  have  been  put  into  ef- 
fect during  the  period  of  military  economy,  but  social  control  over 
economic  life  in  general  need  not  necessarily  be  linked  with  the  specific 
features  of  this  period.  However,  the  general  concept  may  have  been 
somewhat  discredited  by  certain  specific  forms  of  state  control  in  Ger- 
many and  other  countries,  and  has  often  been  identified  with  totali- 
tarian regimentation  for  destructive  aims. 

"Planning"  thus  interpreted  will  find  few  supporters  in  the  future, 
and  perhaps  even  the  term  "planning"  may  have  to  be  discarded  in  or- 
der to  avoid  confusion.  But  the  fundamental  principle  of  the  purpose- 
ful guidance  by  organized  society  of  economic  development  in  general 
is  much  more  likely  to  survive. 

8  See  Chapter  VI. 

9  See  Planned  Society — Yesterday,  Today,  Tomorrow,  ed.  Findlay  Mackenzie  (New  York, 
1937). 
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Outline  of  Domestic  Transition  Policies 

Without  going  deeper  into  the  problems  of  long-range  economic  re- 
construction, we  may  try  to  outline  the  more  specific  and  immediate 
problems  of  demobilization  policies. 

(i)  The  End  of  Armament  Building.  The  first  measure  of  economic 
demobilization  must  necessarily  be  a  seemingly  negative  one.  In  the 
interest  of  future  peace,  all  productive  activities  that  are  destined  ex- 
clusively or  primarily  for  the  making  of  armaments  will  evidently  have 
to  be  stopped,  regardless  of  the  understandable  fear  of  mass  unemploy- 
ment in  such  industries.  This  will  also  apply  to  such  indirect  forms  of 
armament  as  strategic  roads  which  lack  peacetime  importance,  scien- 
tific research  for  efficient  means  of  destruction,  etc.  A  stoppage  of  the 
social  waste  implied  in  such  activities,  which  were  necessary  in  war- 
time, is  in  fact  a  preliminary  condition  for  a  new  peace  economy, 
though  it  need  not  necessarily  mean  a  return  to  the  older  kind  of  waste 
embodied  in  idle  plants. 

In  certain  cases,  it  will  not  be  easy  to  determine  whether  an  activity 
primarily  serves  armament  purposes,  or  whether  it  is  equally  important 
for  private  consumption.  For  instance,  the  erection  of  new  steel  works, 
while  primarily  destined  for  the  output  of  armor-plates,  may  under 
altered  circumstances  mean  an  increase  in  materials  available  for  resi- 
dential construction.  The  same  may  apply  to  power-plants,  highways, 
etc.  In  other  cases,  moderate  changes  will  suffice  to  substitute  peace- 
time for  wartime  utilization.  Suitable  public  bodies  may  be  set  up  to 
decide  upon  each  case,  and  their  decisions  need  not  be  more  arbitrary 
than  a  thousand  other  acts  of  economic  policy,  once  general  terms  of 
reference  have  been  set  up. 

In  cases  where  an  immediate  transition  to  equivalent  peacetime  ac- 
tivities is  impossible,  the  usual  methods  of  temporary  relief  may  be  in- 
evitable. However,  a  post-war  shortening  of  working  hours  may  not 
only  relieve  the  labor  market,  but  may  even  be  socially  indispensable, 
for  military  economy  tends  in  the  long  run  to  exhaust  human  resources. 

If  constant  overwork  is  abolished,  if  mothers  and  housewives  return 
from  the  factories  to  their  homes  and  youths  to  the  schools,  then  the 
cessation  of  purely  military  production  need  not  necessarily  produce 
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mass  unemployment,  especially  if  compensatory  public  works  are  begun 
simultaneously.  A  suitable  wage  and  price  policy  may  compensate  for 
temporary  losses  in  individual  or  family  incomes  resulting  from  these 
changes,  without  necessarily  impairing  the  output  of  peacetime  products 
or  the  efficiency  of  labor. 

(2)  Transforming  Industrial  War  Schemes  into  Peacetime  Projects. 
It  may  be  possible  to  continue  certain  wartime  orders,  with  the  funda- 
mental difference  that  their  actual  purpose  will  be  shifted  from  pro- 
duction of  armaments  to  production  of  consumers'  goods.  This  will 
rarely  be  possible  without  making  some  adjustment.  In  many  cases, 
however,  suitable  employment  for  existing  resources  can  easily  be  se- 
cured. Materials  originally  destined  for  fortifications,  for  instance,  can 
to  a  considerable  extent  be  used  for  residential  housing.  As  a  matter 
of  fact,  housing  tends  to  be  a  neglected  field  in  all  countries  under  a 
developed  military  economy.  During  wartime  it  does  not  seem  to  be 
an  immediate  necessity  and  is,  moreover,  in  indirect  competition  with 
fortification  work  both  for  manpower  and  for  raw  materials.  More- 
over, in  most  countries,  some  rehousing  was  badly  needed  even  before 
the  war.  In  this  field  as  in  others,  an  elaborate  reserve  program  of  public 
works  to  be  started  immediately  after  the  war  will  be  of  great  im- 
portance. 

To  cite  other  examples,  strategic  roads  can  often  be  transformed  with 
slight  adjustments  into  traffic  routes;  the  production  of  tanks  can  be 
replaced  by  the  production  of  tractors,  etc.  A  considerable  part  of  iron 
and  steel  production  will  have  to  be  directed  toward  the  provision  of 
railroad  equipment,  which  is  one  of  the  usual  victims  of  military  econ- 
omy. In  some  countries  the  same  applies  to  waterways.  It  is  an  en- 
couraging symptom  that  a  number  of  industrial  concerns  such  as  Gen- 
eral Motors,  General  Electric,  etc.,  set  up  post-war  research  divisions, 
long  before  this  country  technically  entered  the  war. 

It  might  conceivably  be  objected  that  the  general  standard  of  living 
may  not  rise  at  all  if  production  is  merely  technically  transformed  with- 
out there  being  any  immediate  far-reaching  changes  in  the  economic 
set-up  of  both  production  and  distribution.  While  such  a  conclusion 
would  not  be  entirely  correct,  there  is  a  considerable  amount  of  truth  in 
it.  A  certain  rise  in  the  standards  of  living  may  result,  however,  from 
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the  indirect  result  of  public  works,  such  as  improved  housing  and  com- 
munications facilities. 

On  the  other  hand,  the  direct  income  of  the  bulk  of  the  population 
may  for  some  time  be  prevented  from  rising  in  any  substantial  degree. 
After  the  gigantic  social  outlays  connected  with  preparedness  and  war, 
and  during  a  period  when  the  whole  national  economy  is  to  be  read- 
justed, any  immediate  rise  in  individual  incomes  is  likely  to  be  short- 
lived. It  could  probably  only  be  achieved  at  the  cost  of  the  full  employ- 
ment of  labor  and  replacement  of  capital  (and,  therefore,  at  the  cost  of 
future  standards  of  living).  Unless  compelled  by  political  necessity,  no 
government  will  embark  upon  such  a  policy. 

The  principal  purpose  of  economic  policy,  especially  in  a  period  of 
military  demobilization,  should  rather  be  the  full,  quick,  and  efficient 
re-employment  of  all  available  manpower.  This  will  be  a  more  urgent 
task  than  final  decisions  related  to  long-range  scope  of  planning,  of 
private  initiative,  and  of  other  features  of  the  new  peace  economy, 
though  the  taking  of  these  decisions  cannot  be  postponed  very  long. 
At  any  rate,  in  the  situation  immediately  following  the  period  of 
military  economy,  the  urgency  of  needs  cannot  be  judged  exclusively 
by  reference  to  the  price  machinery.  Moreover,  this  machinery  will  in 
large  part  have  been  put  out  of  operation  after  such  a  period. 

(3)  Secondary  Role  of  Finance.  As  far  back  as  1933,  Germany's 
financial  condition  was  deemed  by  many  Western  observers  to  be  in- 
flationary. The  same  opinion  was  held  concerning  both  Italy  and 
Japan  when  they  became  involved  in  actual  warfare  during  the  'thirties. 
More  recently,  however,  the  prevailing  opinion  in  the  democratic  coun- 
tries has  been  that  increased  spending  was  not  necessarily  bound  to  re- 
sult in  inflation  as  long  as  it  was  accompanied  by  a  corresponding 
increase  in  production,  however  the  term  "corresponding"  may  spe- 
cifically be  defined.  In  other  words,  the  anticipation  of  increasing  out- 
put by  rising  expenditures  has  recently  been  considered  justifiable  so 
long  as  there  were  idle  resources  to  be  mobilized  by  these  expenditures. 
J.  M.  Keynes'  theories,  of  course,  contributed  to  the  acceptance  of  this 
viewpoint. 

On  the  other  hand,  at  the  end  of  the  war,  the  financial  and  other 
resources  of  all  nations  will  have  been  strained  to  the  utmost.  Al- 
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though  some  of  these  resources  will  be  released  by  the  cessation  of 
armaments  production,  the  financial  situation  may  be  more  or  less  in- 
flationary, and  care  will  need  to  be  taken  to  prevent  further  "advance" 
financing  from  developing  into  uncontrolled  inflation. 

As  we  have  seen,  there  is  in  the  last  resort  little  fundamental  differ- 
ence, as  regards  the  effect  on  the  standard  of  living,  between  devalua- 
tion, taxation,  compulsory  loans,  the  lowering  of  wages,  or  the  raising 
of  prices.  If  it  should  be  necessary  to  keep  the  level  of  consumption  tem- 
porarily low  during  the  transition  period  immediately  following  mili- 
tary economy,  this  purpose  may  be  attained  either  by  budgetary  or  by 
other  techniques.  The  choice  of  technique  will,  of  course,  have  a  bear- 
ing upon  the  social  effects  of  such  policies  and  the  distribution  of  the 
burden. 

In  any  case,  the  latter  would  be  a  result  of  deliberate  economic  policies 
rather  than  of  an  uncontrolled  monetary  automatism.  There  need  be 
no  insurmountable  technical  difficulty  in  abandoning  such  restrictive 
policies  as  soon  as  the  heritage  of  the  war  economy  has  been  liquidated. 

(4)  New  Industrialization.  One  of  the  marked,  and  perhaps  perma- 
nent, effects  of  military  economy  has  been  a  tremendous  new  wave  of 
industrialization.  At  a  time  when  the  industrial  development  of  many 
countries  was  considered  more  or  less  completed,  it  was  discovered  how 
quickly  new  plants  and  industries  could  be  developed,  and  how  re- 
ceptive even  countries  with  an  old  civilization  still  were  to  industrial 
products  of  almost  any  kind.  This  happened  in  a  period  when  state 
consumption  was  increasing  enormously  but  private  consumption  was 
lagging  farther  and  farther  behind. 

A  considerable  proportion  of  the  wartime  industrial  plants  built  in 
wartime  may  be  utilizable  in  a  peace  economy.  It  is  now  apparent  that 
the  pre-war  industrial  machinery  in  most  countries  was  not  excessive 
but  rather  inadequate  to  cope  with  the  essential  needs  of  their  popula- 
tions. In  the  period  of  demobilization,  industrialization  may  well  con- 
tinue even  in  developed  regions.  However,  it  is  likely  to  be  based,  first, 
on  the  requirements  of  a  rising  standard  of  living,  and  second,  on  the 
natural  and  human  resources  actually  available  in  each  field  of  indus- 
try. If  the  end  of  the  war  brings  reasonable  security,  the  location  of  in- 
dustries need,  of  course,  no  longer  be  determined  by  the  distance  from 
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the  enemy's  airports;  and  such  factors  as  the  location  of  raw  materials, 
consumption  centers,  and  means  of  communication,  will  gain  renewed 
significance.  Although  the  maintenance  and  increase  of  labor  efficiency 
will  be  a  serious  problem  after  the  strain  suffered  under  military  econ- 
omy, and  though  socially  unnecessary  waste  or  turnover  of  labor  is 
undesirable,  there  is  no  reason  why  this  new  industrialization  should 
not  be  compatible  with  a  wide  measure  of  individual  liberties. 

The  United  States  and  the  Post-War  World 

The  international  aspects  of  post-war  economics  involve  numerous 
intricate  problems  and  require  separate  analysis.10  We  may  try,  how- 
ever, to  present  here  a  brief  outline  of  these  problems. 

Few  people  expect  a  repetition,  in  either  the  economic  or  the  po- 
litical field,  of  the  American  attitude  toward  the  rest  of  the  world 
after  the  First  World  War.  In  1919,  some  of  Woodrow  Wilson's  po- 
litical ideas  of  international  organization  were  put  into  effect,  but 
without  the  participation  of  the  United  States.  In  the  economic  field, 
American  groups  and  agencies  (above  all,  the  Society  of  Friends)  per- 
formed admirable  work  in  giving  charitable  relief,  but  at  the  same 
time  this  country  embarked  upon  a  policy  of  high  protectionism  which 
contributed  to  the  rise  in  the  world  of  economic  nationalism  and  to  the 
inability  of  the  debtor  nations  to  repay  their  war  debts. 

The  lease-lend  policy  has  clearly  marked  the  beginning  of  a  new 
attitude  in  the  field  of  foreign  trade,  which  may  conceivably  survive 
the  war  emergency.  Originally,  it  is  true,  this  new  policy  has  in  part 
been  motivated  by  the  widespread  belief  that  loans  got  the  United  States 
into  the  First  World  War,  but  it  is  remarkable  enough  that  the  inference 
has  been  not  that  the  cash-carry  principle  should  be  maintained  but 
rather  that  the  new  loans  should  be  considered  from  the  outset  as  a  po- 
tential loss  in  the  purely  financial  sense.  In  the  last  analysis,  however, 
the  underlying  motive  of  lease-lend  aid  has  been  the  idea  that  the  de- 
feat of  certain  nations,  regimes,  or  political  philosophies,  is  in  the  well- 
considered  interest  of  the  United  States,  and  that  this  country  had  a 
definite  stake  in  the  Second  World  War  long  before  it  became  directly 
involved  in  it. 

10  See  J.  B.  Gondliffe,  Agenda  for  a  Post-War  World  (New  York,  1942). 
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Perhaps  an  analogous  attitude  may  eventually  arise  toward  the  prob- 
lem of  winning  the  peace,  and  eliminating  the  potential  causes  of  fur- 
ther world  wars.  Although  nobody  will  expect  the  United  States  to 
assume  forever  the  role  of  Santa  Glaus,  the  real  problem  will  be  how 
far  this  nation  is  prepared  to  go  in  offering  first  aid  to  the  distressed 
and  partly  devastated  continents.  Obviously,  these  regions  may  not  be 
able  to  offer  material  compensation  for  such  goods  and  services  until 
many  years  later,  and  then  only  under  conditions  of  a  non-protectionist 
set-up  of  American  or  international  trade  policies.  The  Anglo-American 
agreement  on  broad  principles  for  the  post-war  settlement  of  lease-lend 
aid,  made  public  on  February  24th,  1942,  stipulated  that  the  final  terms 
to  be  adopted  "shall  be  such  as  not  to  burden  commerce  between  the 
two  countries,  but  to  promote  mutually  advantageous  economic  rela- 
tions between  them  and  the  betterment  of  world-wide  economic  rela- 
tions." 

At  this  stage  of  the  development,  we  must  confine  our  analysis 
largely  to  European  post-war  problems,  although  those  of  Asia  and 
perhaps  other  continents  or  sub-continents  will  scarcely  be  less  crucial. 
After  a  period  of  occupation  and  exploitation  by  Nazi  conquerors,  the 
European  continent  will  emerge  with  profound  economic  changes. 
Some  of  the  old  industries  in  France,  Poland,  etc.  will  have  been  abol- 
ished or  transferred  to  Germany.  Many  of  the  old  mine  fields  will 
have  been  prematurely  exhausted  and  a  number  of  new  war-essential, 
though  not  necessarily  profitable,  mines  will  have  been  developed.  A 
number  of  new  war  industries  will  have  arisen  while  some  of  the  tra- 
ditional trades  will  have  disappeared.  Many  forests  will  have  been 
mercilessly  cut  down.  Huge  populations  will  have  been  sent  to  other 
parts  of  Europe,  or  will  have  emigrated  across  the  ocean,  or  may  even 
have  been  physically  wiped  out.  In  a  number  of  countries,  the  old  lead- 
ing classes  in  both  the  economic  and  intellectual  fields  will  have  dis- 
appeared. The  populations  of  Germany  and  her  wartime  allies  will 
have  to  find  their  way  back  from  an  economy  geared  to  nothing  but 
war  to  a  new  system  of  peace  economics.11 

In  short,  Europe  will  be  facing  the  danger  of  a  post-war  disruption 
which  may  equal  or  even  exceed  that  during  the  war  itself.  Eventually, 

11  See  Thomas  Reveille,  The  Spoil  of  Europe  (New  York,  1941). 
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the  old  Continent  may  find  some  kind  of  economic  balance,  but 
whether  the  solution  will  be  a  desirable  one,  and  whether  the  transition 
period  may  not  be  another  period  of  disastrous  chaos,  is  another  ques- 
tion. It  is  doubtful  whether  this  nation  can  afford  to  take  another  chance 
by  failing  to  play  an  active  role  in  the  European  post-war  readjustment, 
especially  in  the  economic  field. 

More  specifically,  the  European  economy  will  be  very  largely  de- 
pendent on  the  United  States  for  the  wherewithal  to  get  going  again, 
and  the  amount  and  direction  of  American  first  aid  to  Europe  will  be 
of  decisive  importance.  It  appears  that  the  problem  will  be  one  of  pro- 
viding the  following  principal  forms  of  initial  assistance : 

(i)  The  restoration  of  essential  services  in  the  areas  of  military  war- 
fare as  well  as  other  hard-hit  regions,  especially  the  Nazi-occupied  ter- 
ritories. Such  services  as  the  telephone  and  the  telegraph,  railroads  and 
highways,  water,  gas,  and  electricity  supply,  and  even  the  postal  system, 
may  be  largely  disrupted  through  lack  of  materials  and  skilled  per- 
sonnel, inadequate  replacements,  war  damage,  sabotage,  or  simply  moral 
indifference.  American  assistance  will  have  to  consist,  not  primarily  of 
dollar  credits,  but  of  materials,  well  trained  workers,  specialists,  and 
instructors. 

(2)  Immediate  food  and  fuel  supplies.  Large  sections  of  Europe's 
population  will  be  underfed  or  actually  starving  unless  quick  and 
adequate  help  from  overseas  reaches  them.  This  post-war  problem  has 
been  the  object  of  preliminary  studies  and  preparations  on  the  part  of 
both  the  American  and  British  Governments  since  shortly  after  the 
Nazi  occupation  of  the  Continent.  There  may  also  be  the  same  imme- 
diate need  for  oil  and  other  fuel  for  both  industrial  and  domestic  pur- 
poses, and  for  other  essential  materials.  The  problem  will  be  one  not 
only  of  the  physical  availability  of  these  commodities,  but  of  shipping 
facilities,  and  of  a  just  and  efficient  distribution  machinery,  which  is 
likely  to  require  both  American  and  native  personnel  in  each  country 
concerned. 

Up  till  1941,  it  looked  as  though  commodity  surpluses  in  the  United 
States  would  take  care  of  all  future  requirements,  but  developments 
after  Pearl  Harbor  changed  the  situation.  However,  the  enormous  ex- 
port capacity  of  Latin  America,  in  the  past  the  cause  of  continuous 
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headaches  on  both  sides  of  the  Rio  Grande,  may  be  the  source  of  both 
food  and  mineral  supplies  for  Europe  immediately  after  the  war.  United 
States  credit  guarantees  will  possibly  be  the  most  urgent  preliminary 
condition  of  obtaining  such  first  aid  for  Europe  from  Latin  America. 

(3)  Shipping  facilities.  The  shortage  of  shipping  during  the  First 
World  War  was  followed  by  a  tremendous  surplus  capacity  in  the  post- 
war period.  Whatever  the  immediately  available  tonnage  at  the  end 
of  this  war  may  be,  American  shipyards  will  have  expanded  to  an 
unprecedented  extent.  Both  in  order  to  avoid  idleness  of  men  and, 
plants,  and  in  order  to  secure  adequate  first-aid  facilities  for  Europe,  a 
large  part  of  available  tonnage  and  productive  capacity  may  be  ear- 
marked for  this  specific  purpose,  at  least  for  a  period  of  many  months. 
This  will  apply  to  both  transatlantic  transportation  and  shipping  within 
the  Eastern  Hemisphere  itself.  At  all  costs,  cut-throat  competition  must 
be  avoided  and  shipping  must  be  pooled  for  the  common  welfare. 

(4)  Supply  of  basic  tools  and  machines.  Many  European  industries 
will  be  found  lacking  the  most  elementary  stock  of  machine  tools  and 
other  basic  facilities  for  production.  To  get  these  industries  going,  an 
initial  supply  of  such  goods  will  be  indispensable.  The  same  will  apply 
to  European  agriculture,  whatever  decisions  may  be  taken  about  its 
future  set-up  and  scope  of  production.  What  resources  it  has  left,  not 
only  as  regards  tools,  tractors,  etc.,  but  also  as  regards  seed  and  storage 
facilities,  will  probably  be  very  inadequate.  We  cannot  discuss  here  the 
question  of  which,  if  any,  of  the  various  survivals  of  medievalism  in 
European  agriculture  could  or  should  be  saved,  and  whether  American 
farmers  need  be  opposed  to  encouraging  potential  competitors  on  fu- 
ture international  markets.  It  seems  evident,  however,  that  post-war 
Europe  will  need  to  continue  some  part  of  her  agricultural  activities 
and  that  initial  help  from  America  will  be  essential  for  this  purpose. 

(5)  Re-establishment  of  economic  information  services.  After  a 
period  of  totalitarianism  plus  wartime  disruption  of  communications, 
many  European  regions  will  be  in  need  of  reliable  data  about  the  eco- 
nomic developments  in  the  world  since  1939,  as  well  as  a  new  or- 
ganization for  providing  statistical  and  other  information.  Advice  and 
assistance  from  the  United  States  will  be  of  great  help  in  the  setting 
up  of  such  machinery,  and  in  the  re-establishing  of  the  continuous  ex- 
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change  of  information  between  the  various  countries  and  regions.  The 
economic  and  financial  section  of  the  League  of  Nations  and  the  In- 
ternational Labor  Office  will,  of  course,  be  in  a  position  to  offer  valua- 
able  help  in  this  essential  work. 

Although  this  discussion  is  concerned  with  problems  of  the  imme- 
diate aftermath  of  the  war  rather  than  with  those  of  long-range  recon- 
struction, it  has  to  be  emphasized  that  the  decisions  concerning  long- 
range  policies  cannot  be  postponed  very  long  once  the  prospect  of 
durable  peace  is  given.  This  is  true,  for  instance,  of  the  re-establishment 
of  a  working  credit  system  in  Europe.  Little  if  anything  of  the  old 
credit  relations  within  the  Continent,  as  well  as  with  the  other  regions, 
will  be  left  after  a  period  of  Nazi  occupation,  during  which  the  German 
banks,  and  thereby,  the  Nazi  State,  will  have  taken  over  financial  con- 
trol in  all  the  occupied  countries.  Long-term  dollar  credits,  and  per- 
haps a  network  of  currencies  tied  to  the  dollar,  or  else  a  common  con- 
tinental currency,  may  be  an  essential  condition  of  a  new  European 
credit  system,  although  the  details  of  this  system  largely  depend  on 
what  decisions  are  taken  regarding  the  new  economic  order  as  a  whole. 
In  the  case  that  the  new  European  exchange  machinery  is  again  to  be 
based  on  gold,  even  though  the  use  of  the  gold  may  possibly  be  con- 
fined to  periodical  settlement  of  international  or  intercontinental  bal- 
ances, Fort  Knox  will  clearly  have  to  supply  a  large  part  of  the  neces- 
sary gold  stocks  in  one  way  or  another. 

A  related  problem  is  what  forms  of  American  investment  in  Europe 
after  the  war  should  be  encouraged.  War  economy  has  the  definite 
tendency  to  absorb  idle  capital  and  vastly  to  increase  the  scope  of  in- 
vestment in  government  securities  by  individuals  and  corporations. 
We  do  not  know  whether  there  will  be  private  investors  in  this  coun- 
try immediately  after  the  war  who  will  be  both  able  and  willing  to 
make  capital  investments  in  Europe  along  pre-war  lines.  It  is  conceiv- 
able that  the  government,  after  a  period  of  enormous  lease-lend  out- 
lays, may  find  it  advisable  to  restrict  or  at  least  to  control  such  private 
investments  abroad.  At  any  rate,  it  is  debatable  whether  either  side  will 
think  it  desirable  from  a  long-run  point  of  view  that  American  indi- 
viduals or  corporations  should  buy  up  European  industries  and  other 
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values.  It  might  turn  out  to  be  a  potential  source  of  future  conflicts 
unless  based  on  a  close  political  and  economic  union  or  world  federa- 
tion which  would  render  regional  distinction  in  the  investment  policies 
practically  meaningless.  Of  a  trend  toward  such  a  union  there  is  as  yet 
little  evidence. 

The  raw  material  problems  of  Europe  will  also  be  those  of  the  United 
States  to  some  extent.  A  number  of  people  have  interpreted  the  Sec- 
ond World  War  largely  in  terms  of  a  conflict  between  "haves"  and 
"have-nots"  in  Europe  and  perhaps  Asia.  Sometimes  this  division  has 
been  identified  with  the  divergence  between  the  countries  controlling 
colonial  empires  and  the  nations  without  colonies.  Wartime  develop- 
ments have  rendered  much  of  this  discussion  meaningless,  if  indeed  it 
ever  made  much  sense.  A  number  of  countries  without  adequate  raw 
material  resources  turned  out  to  be  potentially  more  efficient  and  power- 
ful belligerents  than  certain  "have"  nations.  At  the  same  time,  the 
rapid  progress  of  research  on  synthetics  has  opened  up  certain  new  pros- 
pects for  post-war  Europe.  The  old  Continent  as  a  whole — and  the 
problem  of  its  federal  organization  will  be  discussed  in  a  moment — 
will  need  huge  initial  raw  material  supplies  from  overseas  in  order 
to  overcome  the  wartime  disruption,  but,  after  the  revival  and  pos- 
sible renewed  expansion  of  its  industrial  efficiency,  it  need  not  in  the 
long  run  be  much  more  of  a  "have-not"  than  the  United  States  or  Rus- 
sia, for  instance. 

Moreover,  the  whole  issue  boils  down  in  the  last  analysis  to  the  po- 
litical problem  of  establishing  international  security,  plus  the  structural 
economic  problem  of  avoiding  large-scale  depressions.  If  a  durable 
peace  can  be  expected,  and  if  the  European  nations  can  anticipate  an 
equally  durable  international  demand  for  their  export  products,  then 
Europe  as  a  whole  need  not  be  a  have-not  even  though  it  may  wish  to, 
or  have  to,  import  a  number  of  materials  from  areas  not  under  its  po- 
litical domination. 

In  the  past,  the  international  supply  of  certain  raw  materials  and 
other  goods  has  been  controlled  and  often  restricted  by  private  mo- 
nopolistic organizations  reaching  across  the  frontiers.  Some  of  these 
organizations  included  members  from  "have-not"  countries.  Funda- 
mentally, there  was  much  in  the  concept  of  regulation,  co-ordination. 
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and  regional  allocation  of  raw  material  markets  that  was  sound,  but  in 
these  cases  it  was  perverted  to  the  purpose  of  swelling  monopolistic 
excess  profits  and  creating  artificial  under-supply  on  the  world  mar- 
kets. After  a  period  of  chronic  over-supply  this  was  an  understandable 
though  undesirable  reaction.  Perhaps  the  United  States,  as  the  largest 
single  producer  and  consumer  of  raw  materials,  could  take  a  lead  in 
elaborating  with  the  nations  of  post-war  Europe  a  scheme  for  regulat- 
ing the  flow  of  raw  materials  to  the  industrialized  regions  of  the  two 
continents,  based  on  the  international  co-operation  of  the  governments 
rather  than  on  monopolistic  group  interests. 

United  States  of  Europe? 

Certain  first-aid  measures  of  the  United  States  will  require  advance 
decisions  with  respect  to  the  future  political  set-up  of  Europe.  Should 
this  nation  discuss  the  measures  in  question  with  the  twenty-six  gov- 
ernments of  pre-war  Europe,  insofar  as  they  still  exist  in  any  or- 
ganized form?  And  if  so,  should  the  discussions  be  based  on  the  as- 
sumption that  all  of  them  will  be  restored  full  sovereign  rights  ? 

In  the  past  there  has  not  been  much  genuine  inclination  on  the  part 
of  the  various  European  nations  to  give  up  any  of  these  rights.  One 
reaction  to  the  brutal  suppression  of  national  individualities  by  the  Nazi 
conquerors  has  been  the  ardent  wish  of  each  nation  to  see  its  full  na- 
tional independence  restored.  It  is  perhaps  strange,  though  psycho- 
logically understandable,  that  it  is  the  small  nations  who  have  been 
most  anxious  to  have  their  states  rebuilt  more  or  less  on  pre-war  pat- 
terns. Even  Edvard  Benes,  President  of  Czechoslovakia  and  an  old  sup- 
porter of  international  co-operation,  recently  wrote  an  article  in  which 
he  discussed  the  organization  of  post-war  Europe  under  what  prac- 
tically amounted  to  the  assumption  that  the  old  European  system  of 
states  and  alliances  would  continue,  although  he  offered  the  collabora- 
tion of  his  country  in  such  international  reforms  as  might  be  worked 
out.12 

Whether  Pan-Europa  and/or  Union  Now,  or  any  other  form  of  Eu- 
ropean or  international  union  is  adopted,  the  United  States  will  be  in- 

12  "The  Organization  of  Post- War  Europe,"  Foreign  Affairs,  January,  1942. 
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strumental  in  helping  to  shape  its  basic  conditions.  This  it  can  do  in 
the  following  ways: 

(1)  The  economic  and  moral  influence  of  the  United  States,  includ- 
ing actual  pressure  if  necessary,  may  be  indispensable  in  persuading 
such  nations  or  governments  as  may  be  lacking  in  co-operative  spirit  to 
abandon  century-old  resentments  and  power  interests  in  favor  of  Eu- 
ropean unity,  and  to  settle  minority  disputes  in  a  just  and  sensible  man- 
ner. This  persuasion  may  make  them  understand  in  general  that  petty 
local  quarrels  will  never  again  be  allowed  to  help  disrupt  the  peace  of 
the  world. 

(2)  A  system  of  collective  security  for  Europe  as  well  as  the  rest  of 
the  world,  based  on  working  guarantees  of  peace  which  are  backed  by 
power,  will  presuppose  the  active  participation  and  leadership  of  the 
United  States  based  on  all  her  economic  and  other  means  of  influence. 
This  will  be  indispensable  if  the  return  of  international  chaos  in  a  few 
years  is  to  be  avoided. 

(3)  The  experiences  of  Federalism  in  the  United  States  may  serve 
in  various  respects  as  a  pattern  for  a  future  federal  organization  of 
Europe.  Few  people  there  have  any  knowledge  of  the  tremendous  dif- 
ficulties and  dangers  which  the  United  States  faced  in  the  first  few 
decades  of  its  history,  and  of  the  democratic  principles  of  regional  self- 
government  plus  central  executive  power  through  which  these  initial 
problems  were  solved. 

(4)  The  economic  problems  of  post-war  Europe,  with  or  without 
federal  organization,  and  in  the  long  run  as  well  as  in  the  short,  can- 
not be  solved  without  the  active  participation  of  the  United  States.  In 
the  past,  economic  difficulties  have  contributed  more  than  any  other 
single  factor  to  the  failure  of  the  various  plans  for  a  European  union. 
No  state  was  really  willing  to  give  up  its  economic  sovereignty — al- 
though a  number  of  statesmen  occasionally  asserted  the  contrary — 
because  the  abolition  of  protective  trade  barriers  threatened  death  to 
whole  industries  and  unemployment  for  millions  of  people  in  each 
country.  None  of  these  plans  included  a  suitable  machinery  for  taking 
care  of  the  possible  victims  of  such  reorganization.  Thousands  of  vested 
interests  in  each  country  impeded  the  acceptance  of  any  such  plan,  and 
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perhaps  it  was  incompatible  with  the  underlying  ruling  belief  in  un- 
restricted competitive  freedom  on  a  purely  national  scale. 

Hitler's  bombs  have  smashed  all  these  borderlines — the  political 
frontiers  as  well  as  most  of  the  tariff  barriers.  We  have  discussed  in 
Chapter  V  the  totalitarian  synchronization  of  Europe's  economy.  After 
this  war,  the  building-up  of  a  new  structure  will  be  easier,  at  least  to 
the  extent  that  the  purely  negative  job  of  tearing  down  the  old  one  has 
already  been  by  the  conqueror — in  a  deplorable  manner,  it  is  true.  But 
it  has  been  done  and  if  any  reason  is  left  in  the  minds  of  the  nations 
of  Europe  they  should  make  good  use  of  this  unique  historical  op- 
portunity. Here  again,  however,  they  will  need  American  assistance. 
They  will  need  commodity  credits  to  carry  them  over  the  transition 
period;  they  will  need  the  prospect  of  extensive  trade  with  the  Western 
Hemisphere,  and  some  emigration  outlets.  They  will  likewise  need 
temporary  means  of  subsistence  for  their  unemployed,  including  those 
who  were  previously  employed  in  the  industries  that  are  permanently 
uprooted  by  the  abolition  of  tariff  protection.  And  they  will  need 
American  advice  in  connection  with  the  closing  down  of  a  number  of 
clearly  tariff-bred  industries,  and  American  skill  and  machines  in  erect- 
ing the  new  industries  which  will  absorb  their  unemployment.  Great 
Britain,  though  she  herself  will  probably  be  in  need  of  assistance,  may 
serve  as  a  moral  and  economic  bridge  to  the  European  continent. 

We  cannot  discuss  here  at  any  length  the  political  conditions  of 
economic  reconstruction.13  However,  this  whole  analysis  is  based  on 
the  assumption  and  hope  that  the  underlying  post-war  philosophy  of 
this  nation  as  well  as  of  the  great  majority  of  the  others  will  favor, 

13  For  bibliographical  and  other  materials  on  these  problems,  see  the  publications:  Peace  Aims 
and  Post-War  Planning,  a  selected  annotated  bibliography  by  Fawn  M.  Brodie  (Boston,  1942); 
The  New  World  Order,  compiled  by  Helen  L.  Scanlon  and  M.  Alice  Matthews  (Carnegie  En- 
dowment for  International  Peace:  Washington,  1940);  William  P.  Maddox,  European  Plans  for  a 
World  Order  (Philadelphia,  1940);  A  New  World  Order,  compiled  by  the  American  Library 
Association  (Chicago,  1941);  International  Affairs,  Review  Supplement,  June  and  October,  1940; 
Vera  M.  Dean,  "Toward  a  New  World  Order,"  Foreign  Policy  Reports,  May  15,  1941;  K.  W. 
Kapp,  "Post-war  Problems  of  Industrial  Demobilization,"  War  Economics,  ed.  E.  Stein  and 
J.  Backman  (New  York,  1942);  Henry  W.  Spiegel,  The  Economics  of  Total  War  (New  York, 
1942);  Introduction  to  War  Economics,  by  Brown  University  Economists  (Chicago,  1942);  War 
and  National  Policy,  a  syllabus,  ed.  G.  Kirk  and  R.  P.  Stebbins  (New  York,  1942);  Seymour 
Harris,  The  Economics  of  American  Defense  (New  York,  1941);  chaps,  xxiii  and  xxiv.  Also  the 
numerous  publications  of  the  Commission  to  Study  the  Organization  of  Peace. 
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first,  the  collective  organization  of  peace  based  on  efficient  executive 
powers  which  will  be  designed  to  replace  the  traditional  solution  of 
international  conflicts  by  war;  second,  a  corresponding  restriction  of 
national  sovereignties  (especially  in  Europe  but  not  necessarily  confined 
to  that  continent)  which  need  not  encroach  upon  the  democratic 
principle  of  regional  self-government;  third,  a  well-considered  and 
well-planned  expansion  of  international  trade  relations. 

As  for  this  last  principle,  a  general  reversion  toward  the  international 
exchange  of  goods  and  services  will  become  possible,  and  necessary,  as 
soon  as  war  efficiency  is  no  longer  the  dominating  idea  of  economic 
policy.  Whatever  the  political  pattern  of  future  frontiers  in  Europe  and 
other  parts  of  the  world  may  be,  a  vast  increase  in  interregional  ex- 
change will  suggest  itself,  once  a  rising  standard  of  living  is  set  as  a 
guiding  principle  of  society.  It  will  therefore  have  to  be  one  of  long- 
range  purposes  of  post-war  policy  gradually  to  remove  the  self-imposed 
commercial  isolation  of  limited  regions.14 

On  the  other  hand,  a  sudden  and  unprepared  removal  of  all  re- 
maining trade  barriers  might  produce  renewed  chaos  in  international 
economic  relations.  Nazi  Germany's  quick  economic  incorporation  of 
newly  acquired  territories  is  no  disproof  of  this  danger,  for  in  these 
cases  the  invader  has  exploited  the  conquered  territories  to  his  own 
exclusive  advantage  without  shrinking  either  from  the  rapid  exhaustion 
of  their  human  and  material  resources  or  from  political  terrorism.  A 
certain  amount  of  national  control  of  foreign  trade  may,  therefore,  have 
to  be  maintained  for  some  time,  but  the  scope  of  such  control  need 
not  be  identical  with  that  prevailing  under  a  military  economy. 

"Costs"  in  a  broad  sense  will  once  more  come  into  consideration,  and 
the  new  policy  may  again  involve  importing  from  abroad  such  ma- 
terials as  are  not  available  more  advantageously  at  home.  Self-sufficiency 
need  no  longer  be  a  guiding  principle  of  national  policy,  though  it  is 
difficult  to  see  how  a  full-fledged  international  division  of  labor  can 
be  achieved  during  the  first  few  post-war  years.  Not  all  of  the  huge 
investments  that  have  been  made  during  the  periods  of  preparedness 
and  war  can  simply  be  written  off,  especially  in  impoverished  Europe. 

14  For  a  survey  of  the  manifold  problems  involved,  see  J.  B.  CondlirTe,  The  Reconstruction  of 
World  Trade  (New  York,  1940),  and  Agenda  for  a  Post-War  World  (New  York,  1942;  also 
Lewis  L.  Lorwin,  The  Economic  Consequences  of  the  Second  World  War  (New  York,  1941), 


242  ECONOMICS  IN  UNIFORM 

It  will  have  to  be  decided  in  each  case  whether  it  is  feasible  to  shut 
down  existing  plants  and  import  cheaper  goods  from  abroad,  or 
whether  these  plants  should  preferably  be  utilized  wherever  possible  for 
peacetime  production  even  if  they  work  at  a  somewhat  higher  cost. 
Admittedly  such  a  decision  will  always  contain  an  element  of  arbitrari- 
ness, but  this  is  just  as  true  of  all  other  decisions  of  economic  policy, 
and  there  is  no  reason  why  sensible  directive  principles  could  not  be 
elaborated  in  detail. 

Certain  synthetic  goods,  even  if  they  were  originally  developed  for 
war  purposes,  are  likely  to  play  an  important  part  in  a  new  peace  econ- 
omy if  the  research  work  is  continued  systematically.  This  applies 
especially  to  synthetic  oil,  rubber,  fiber,  and  plastics.  New  scientific 
possibilities  in  the  agricultural  field  may  in  the  long  run  be  even  greater, 
In  a  peace  economy,  the  fostering  of  foreign  trade  and  the  encourage- 
ment of  research  for  new  industrial  methods  and  materials  need  not 
necessarily  be  contradictory  policies. 

After  more  than  a  century  of  rapid  development  in  the  social  sci- 
ences, our  knowledge  of  the  guiding  forces  of  society  is  still  much  too 
limited  to  allow  us  either  to  make  exact  predictions  or  to  formulate 
programs  of  action  that  will  outlast  a  few  years  at  best — even  if  they 
are  claimed  to  be  valid  for  thousands  of  years.  Certain  general  princi- 
ples of  economic  policy  may  be  of  somewhat  more  lasting  relevance,  but 
even  here  we  have  become  used  to  rapid  changes.  Certainly  no  de- 
cisive progress  can  be  achieved  without  the  guidance  of  a  universal, 
luminous  idea,  but  the  differences  between  the  practical  applications 
of  that  idea  in  varying  situations  may  still  be  as  great  as  that  between 
heaven  and  hell. 

One  thing  appears  to  be  fairly  certain.  Few  people  believe  that  the 
transition  period  can  bring  about  either  nationally  or  internationally 
an  immediate  return  to  laissez  faire,  whatever  the  prospects  of  the  lat- 
ter may  be  in  the  long  run.  It  seems  that  not  many  people  expect  an 
early  abolition  of  the  new  social  guidance  and  an  imminent  return  to, 
or  rather  the  establishment  of,  a  fully  developed  and  unrestricted  com- 
petitive system. 

Gone  are  the  times  when  democratically  minded  supporters  of  eco- 
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nomic  planning  indiscriminately  regarded  any  state  intervention  in 
the  economic  field  as  being  to  their  advantage.  Vestigia  terrent.  Recent 
international  experiences  have  shown  how  widely  the  ends  and  meth- 
ods of  state  intervention  may  differ.  However,  the  period  of  military 
economy  has  done  serious  harm  everywhere  to  the  system  of  genuine 
competition,  insofar  as  that  system  had  not  already  been  injured  by  the 
economic  developments  of  the  'twenties  and  early  'thirties,  or  even  of 
previous  periods. 

Even  in  order  to  establish  an  industrial  system  on  laissez-faire  lines 
after  this  war,  much  initial  intervention  would  be  necessary.  In  any 
case,  the  transition  period  will  require  purposeful  economic  leadership 
both  on  a  national  and  on  an  international  scale,  whatever  final  de- 
cisions about  the  economic  system  may  be  taken  later. 

Perhaps  the  fundamental  problem  of  post-war  economy  will  be  less 
an  economic  than  a  psychological  one.  First  Europe,  and  then  other 
parts  of  the  world  as  well,  have  witnessed  how  moral  forces  have  been 
mobilized  on  an  unprecedented  scale  for  armaments  production.  They 
have  witnessed  the  willingness  to  endure  sacrifices  and  a  vast  amount 
of  state  intervention  in  the  economic  and  even  in  the  private  sphere 
of  life;  the  tolerant  attitude  of  the  workers  toward  labor  conscription, 
of  business  toward  the  restriction  of  competitive  markets,  of  the  peas- 
ants toward  the  break-up  of  many  of  their  traditional  institutions,  and 
of  the  whole  population  toward  interference  with  their  liberties  and 
way  of  life. 

The  crucial  problem  of  society  in  the  period  following  military  econ- 
omy will  be  how  to  mobilize  a  similar  amount  of  enthusiasm,  or  at 
least  endurance,  toward  such  new  policies  as  will  be  necessary  to  secure 
the  prosperous  development  of  the  new  peace  economy.  No  one  has 
expressed  this  more  convincingly  than  General  Sir  Archibald  Wavell 
in  his  New  Year's  message  of  1941  to  his  troops  in  the  Middle  East, 
when  he  asked,  "Have  you  ever  thought  what  a  world  we  could  make 
if  we  put  into  peace  endeavors  the  same  energy,  the  same  sacrifice  and 
co-operation  as  we  use  in  the  wastefulness  of  war?" 
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